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1 INTRODUCTION

2 Q. Please state your name, occupation and business address for the

3 record.

4

5

6

My name is Jodi Jericho. I am the Director of the Arizona Residential Utility

Consumer Office (RUCO). My business address is 1110 w. Washington

Street, Suite 220, Phoenix, Arizona 85007.

7

8 Q.

9

Please state your educational background and qualifications in the

utility regulation field.

10

11

12

13

14

15

Governor Brewer appointed me to serve as the Director of RUCO in February

2009. The State Senate found my qualifications met the statutory

requirements found in Arizona Revised Statutes §40-462 and confirmed my

appointment. As Director, I oversee and approve all testimony and briefs filed

by RUCO. In consultation with my staff, I direct the public policy decisions of

the office.

16

17

18

19

20

21

From 2003 through 2005, I was employed at the Arizona Corporation

Commission as the Policy Advisor to Corporation Commissioner Mike

Gleason. In that role, I advised the Commissioner on matters coming before

the Commission including water utility rate cases. I was actively involved in

the utility policy-making decisions of that Commissioner's office.

22

23

24

A.

A.

Except for the time I was employed by the Commission, from 1997 through

2008, I was employed at the Arizona House of Representatives. I held several

2
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1

2

3

positions during my tenure, eventually becoming Chief of Staff and Counsel to

the Majority Caucus. Relevant to the question at hand, I advised Legislators

on matters involving water, energy, Commission jurisdiction and util ity

4 security.

5

6

7

8

9

10

In 2006, when Governor Janet Napolitano appointed Barry Wong to fill the

Commission seat vacated by Commissioner Marc Spitzer's appointment to

the Federal Energy Regulatory Commission (FERC), I took a leave of

absence from the Legislature for a short time in order to assist Commissioner

Wong establish his office.

11

12

13

14

Finally, I am a Phi Beta Kappa graduate of Indiana University. I also have a

uris doctorate degree from Indiana University and am a member of the

Arizona and Tennessee bars.

15

16
17
18

Q. What is the purpose of your testimony?

19

The purpose of my testimony is to explain RUCO's posi t ion on rate

consolidation in this docket.

20

21 RATE CONSOLIDATION

22 Q. What is "rate consolidation"?

23 Rate consolidation is also commonly known as "single tariff pricing" In

24 addition, the terms "uniform rates" "standard tariff rates" "unified rates"
1 1

A.

A.

3
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1 and "rate equalization" are sometimes used. My testimony will refer to

2 this concept as rate consolidation.

3

4 Rate consolidation is the use of a unified rate structure for multiple water

5

6

utility systems that are owned and operated by a single utility, but that may

physically interconnected. Through rate

7

not be contiguous or

consolidation, all customers of the utility pay the same rate for service,

8

9

even though the individual systems providing service may vary in terms of the

number of customers served, operating characteristics and stand alone

10 costs.

11

12 Q. what is RUCO's position on rate consolidation in this docket?

13

14

15

16

17

18

19

RUCO supports stand alone rates. As it has in the past, RUCO continues to

contend that separate rates for separate systems respect the principle of

traditional cost of service rate raking and ensure that those who use the utility

services pay for them. However, consistent with RUCO's position in the

pending Arizona Water rate case (Docket No. W-01445A-08-0440), RUCO

will not oppose consolidated rates if the Commission finds that such rate

design is in the public interest.

20

i t

22

23

Along with this testimony, RUCO is filing revenue requirement testimony, cost

of capital testimony and supporting schedules for a consolidated system. On

April 23, 2010, RUCO will submit its recommended testimony and stand alone

24

A.

testimony schedules for revenue requirement and cost of capital for each of

4
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1 the three systems. Additionally, RUCO will file rate design testimony for both

2 a consolidated and stand alone basis. At that time, RUCO will also file

3 testimony providing its rationale and analysis of public policy regarding its

4 position on rate consolidation.

5

6 Q. Does this conclude your testimony?

7 Yes.

8

9

A.

5
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1 INTRODUCTION

2

3

4

5

Please state your name, position, employer and address.

My Name is Timothy J. Coley. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

g

10

11

Please state your educational background and qualifications in the utility

regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in

which I have participated.

12

13

14

15 ("BVWC" or "Company")

16

Please state the purpose of your testimony.

The purpose of my testimony is restricted to two issues, which are Bella

Vista Water Company's as consolidated

requested levels of accumulated deferred income taxes and central office

17 cost allocations.

18

19 What other RUCO witnesses wil l  be fi l ing direct testimony in this

20

21

22

proceeding?

RUCO Director Jodi Jericho will sponsor direct testimony on RUCO's rate

RUCO witness, Mr. Rodney L. Moore, will

23

design policy positions.

addresses al l  of the remaining rate base and operating income

A.

A.

A.

Q.

Q.

A.

Q.

Q.

1
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1

2

3

4

5

adjustments. Mr. Moore will also sponsor RUCO's direct testimony on

rate design. RUCO witness, Mr. William A. Rigsby, sponsors RUCO's

recommended overall cost of capital in his testimony. The test year

uti l ized by the Company in connection with the preparation of this

application is the 12-month period that ended March 31, 2009.

6

7

8

Are you providing testimony for each of the three Liberty Water systems

on a stand alone basis?

9

10

No. In this round of testimony I am providing testimony on a consolidated

basis. As explained in the direct testimony of RUCO Director Jodi Jericho,

11 RUCO will present schedules on a stand alone basis when RUCO's direct

12

13

testimony on rate design is filed on April 23, 2010. At that time I will

provide my recommendations for BVWC, NSWC and SSWC on a stand

alone basis.14

15

16 BACKGROUND

17

18

19

Please describe your work effort on this project.

I recently provided revenue requirement testimonies and schedules in Rio

Rico Utilities, Inc. ("RRUl") in Docket No. WS-02676A-09-0257, which is

20

21

22

owned by the same parent Company, Algonquin Power Trust Fund

("APTF" or "Fund"), that owns BVWC in this case. RUCO employed the

same methodologies in the instant case that was utilized in the RRUI

23 case. The methodologies will be fully explained here in my testimony for

A.

A.

Q.

Q.

2
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1

2

both of my adjustments to ADIT and the central office cost allocations

accordingly.

3

4

5

6

Please identify the Schedules and Exhibits you are sponsoring.

I am sponsoring Schedules for BVWC that are numbered RLM-5, which

relates to ADIT, and RLM-11, which relates to the central office cost

7 allocations, and RUCO Exhibits 1 through 4.

8

9 SUMMARY oF ADJUSTMENTS

10 Please summarize your two adjustments to the rate base and operating

11

12

income contained in your testimony.

My testimony addresses the following two issues as follows:

13

14 Rate Base

15

16

17

RUCO Rate Base Adjustment #3 - Accumulated Deferred Income Taxes

This adjustment allocates the parent Company's, APTF, 2008

accumulated deferred income tax ("ADIT") balances based on BVWC's

18 RUCO's ADIT

19

total purchase price to APTF's 2008 total assets.

adjustment reduces BVWC's ADIT asset balance by $1,458,278. The

20

21

22

23

Company had requested an ADIT asset, which increases rate base.

However, RUCO's allocation of the parent Company's ADIT liability

balance recognizes an ADIT liability balance of $1,284,949, which is a

reduction to rate base.

A.

A.

Q.

Q.

3



Direct Testimony of Timothy J. Coley
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1

2 Operating Income

3

4

RUCO Operating Income Adjustment #4 - Central Office Cost Allocations

This adjustment removes some central office cost allocations that RUCO

5

6

finds unnecessary and excessive for the provisioning of water service.

There were a number of invoices that either should not have been

7

8

charged to ratepayers or should have been directly charged to the affiliate

causing the costs. RUCO's adjustment reduces the Outside Services -

9 Other account by $144,927.

10

11 REQUIRED REVENUE

12

13

14

15

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement.

RUCO's witness, Mr. Moore, addresses RUCO's recommended overall

revenue requirement for BVWC in his testimony.

16

17 RATE BASE ADJUSTMENT

18 RUCO Rate Base Adjustment #3 - Accumulated Deferred Income Tax

19

20

Did the Company make a pro-forma adjustment in its rate application to

the test-year end ADIT balance that further increases BVWC's rate base?

21 Yes.

22

23

A.

A.

Q.

Q.

4
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1

2 What are ADIT's?

3

4

5

6

7

8

9

10

ADIT is a balance sheet item that is derived through the normalization of

income tax expense on the income statement. ADIT's can be classified as

either an ADIT Liability ("ADTL") or ADIT Asset ("ADTA"). An accounting

department may manage deferred tax liabilities and assets in a way that

helps maximize a company's net income for external financial accounting

reporting purposes. On the other hand, an accountant may seek to

minimize the company's net income for purposes of the Internal Revenue

Service ("IRS") for tax liability reporting purposes in a given fiscal tax year.

11

12

13

ADIT's are created by temporary inter-period timing differences between

the book and taxable income treatment of certain accounting events and

14

15

transactions. These differences typically originate in one period and

reverse in one or more subsequent periods. For utilities, the largest such

16

17

18

19

timing difference is the extent to which accelerated tax depreciation

generally exceeds straight-line book depreciation during the early years of

an asset's service life.1 ADIT represents the cumulative net deferred tax

amounts as shown in Table 1 on the following page:

20

21

22

1 South Dakota Public Utilities Commission, Testimony of Witness Kyle Sem, Docket EL08-030,
page 47.

A.

Q.

5
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1

Table 12
Utility Company

Accounting for Deferred Income Taxes

2
3
4
5
6
7
8

9

10

11

Tax Deductions

Deferred

Income

Taxes

Accumulated

Deferred

Income

Taxes

Books

Straight-line

Year Depreciation

$ 102,000

102,000

102,000

102,000

102,000

102,000

102,000

102,000

102,000

102,000

1

2

3

4

5

6

7

8

9

10

Tax

Accelerated Cost of

Depreciation Removal

$400,000

240,000

144,000

108,000

108,000

$ 119,200 $ t19,200

174,400

191,200

193,600

196,000

155,200

114,400

73,600

32,800

12

13

14

15

16

17

18

19

20

21

22

23

20,000

Net

Timing

Difference

$ 298,000

138,000

42,000

6,000

6,000

(102,000)

(102,000)

(102,000)

(102,000)

(82,000)

55,200

16,800

2,400

2,400

(40,800)

(40,800)

(40,800)

(40,800)

(32,800)

$ 1,020,000 $ 1,000,000 $ 20,000

24

Depreciation -25
26
27
28
29
30
31

32
33

Assumptions:

Asset Cost

Income Tax Rate

Cost of Removal

$ 1,000,000

40%

$ 20,000

Book - 10-years, Straight-line

Tax - 5 years, DDB with Switch to SL

Note: The Deferred Income Tax amount in Year 1 is derived from multiplying the Net

Timing Difference of $298,000 by the assumed Income Tax Rate of 40 percent I

Deferred Income Tax of $119,200. The Accumulated Deferred Income Taxes are the

accumulation of each year's Deferred Income Tax amount.

34

2 Carl w. Dabelstein, CPA, Income Taxes in Ratemakinq, Exhibit No. 8.

6
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1

2

3

The illustrative example shown in Table 1 assumes a single asset with no

further ongoing investment in capital assets. Using that example, one can

see how the reversal of the ADTL reverses itself in the later years of its

4 useful life and to zero in the last year.

5

6

7

Are uti l i ties a capital intensive industry that requires continuous

investments in new plant assets?

8 Yes.

9

10

11

12

Does RUCO believe that a utility company that is making ongoing capital

investments in plant could conceivably and logically have a deferred tax

liability or a reduction to rate base on its books indefinitely?

13 Yes.

14

Uti l i t ies are constantly adding and repairing new and old

infrastructure all the time. This requires additional investment on behalf of

15

16

17

18

19

the utility year after year. When a utility's asset (rate) base continues to

grow each year, the total accelerated depreciation will continue to exceed

book depreciation, but for individual assets, at some point book

depreciation will be larger.3 Another source that I researched stated the

following:

3 E. Busch and J. Johnson, "Treatment of Income Taxes In Utility Ratemakino," A White Paper
Prepared for The Oregon Legislative Assembly By Public Utility Commission of Oregon Staff,
February 2005, page 7 of 17.

A.

A.

Q.

Q.

7



Direct Testimony of Timothy J. Coley
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1
2
3
4

New investments that cause the level of depreciable assets
to at least remain constant over time can effectively delay
that deferred tax liability indefinitely.4

5

6

RUCO's analysis determined that BVWC has continually added plant

since its last rate case Decision No. 65350. Therefore, accelerated tax

7

8

9

10

depreciation will be greater than straight-line book depreciation, which in

itself would result in lower operating and hence, less income tax payable

to the IRS versus income tax expense embedded in ratepayers' water

rates. That scenario creates a deferred tax liability, which is a reduction to

11 rate base. Therefore, BVWC should be reflecting a deferred tax liability

12 rather than an asset that increases rate base.

13

14

15

16

17

18

19

Did RUCO review the parent Company's, APTF, balance sheet provided

in its 2008 Annual Report to assess the amount of ADlT reported there?

Yes. APTF reported a net ADIT Liability in the amount of $83,951,000, as

shown in RUCO Exhibit 1. When that amount is allocated down from

APTF to its affiliates in some logical, rationale, and/or systematics manner

as RUCO did, that would amount to a reduction in rate base rather than an

20 addition to rate base as the Company's rate application reports.

21

22

23

Source: http:www.utdalIas.edu, Accounting Text, Chapter 16, Accounting for Income Taxes,
page 3 of 20.

As prescribed in Statement of Financial Standards No. 109, Section 40, page 19.

4

A.

Q.

8
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1

2

Did BVWC report any ADIT's in the Company's Annual Reports that it files

with the Commission annually?

3

4

5

RUC() reviewed the Company's last three-years (2006-2008) of Annual

Reports that were filed with the Commission and L ADIT's were reported

for those years (See RUCO Exhibit 2).

6

7 Did Commission Decision No. 65350, docketed on November 1, 2002, in

8 BVWC's last rate case authorize any ADIT balance in that case?

9 Yes.

10

11 What did Commission Decision No. 65350 authorize for BVWC regarding

12

13

14

15

16

the Company's ADIT balance in that case?

Commission Decision No. 65350 adopted an Original Cost Rate Base

("OCRB") of $7,482,520 that included an Accumulated Deferred Tax

Liability ("ADTL") balance, which is a reduction to rate base, for the ADIT

in the amount of $235,258.

17

18

19

What exactly is an Accumulated Deferred Tax Liability ("ADTL"), which is

a reduction to rate base?

20

21

22

The Rate Case and Audit Manual prepared by the National Association of

Regulatory Utility Commissioners ("NARUC") Staff Subcommittee on

Accounting and Finance in the summer of 2003 reported the following:

A.

A.

A.

Q.

Q.

A.

Q.

Q.

9
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Deferred income taxes (DIT) arise when income tax amounts

provided for book purposes differ from the amount of taxes

currently due and payable. The primary [emphasis added]

cause of the tax differences is the straight-line depreciation

rates used for rate making purposes versus the accelerated

depreciation rates used for federal and state income tax

purposes. Under this method, there is higher depreciation

expense for tax purposes than for regulatory book purposes,

causing the taxes computed for regulatory books (and thus,

included in revenue requirement) to be more than the taxes

actually payable to the Internal Revenue Service and state

taxing entities, in the early years of the asset's life. In later

years, the situation reverses itself, such that the revenue

requirement will reflect a lesser amount of income tax than

that which is actually due and payable. This difference then

becomes a source of interest-free funds, provided by

ratepayers and not investors. This accumulated balance of

interest-free funds (ADIT) is available to the utility to further

invest until it is then needed to fund the taxes due and

payable in the later years.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

These differences are generally caused by both differences

between IRS/State and regulatory allowed asset

depreciation lives, and differences in the depreciation

method (e.g., straight line versus accelerated)...

The timing differences related to life and method differences

are required by the federal tax code to be normalized

Pursuant to normalization, the timing differences are

accumulated in the DIT account and used to spread the

benefits of the IRS tax policies over the economic life of the

10
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asset. This will be the bulk [emphasis added] of the dollars

involved in DIT. The remaining items, related to basis

differences, may be either normalized or flowed-through to

customers. Under the flow-through method, income tax

savings resulting from IRS tax methods are immediately

used to reduce rate (i.e., revenue requirements) instead of

recording the difference as a liability in the deferred tax

accounts.

In looking at accumulated DlT, the auditor should look at the

Schedule M of the federal (and possibly state) tax return, to

determine the types of items the IRS/State computed taxes

and taxes computed for regulatory purposes...

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

There are two ways of  t reat ing DIT in  the revenue

requirement computation.

is deducted from rate base. This appropriately recognizes

that these are interest free funds upon which the utility

should not earn a return. In the second, the accumulated

DIT is not deducted from rate base, but instead, is treated as

zero cost element of the capital structure. In doing so, a

lower average authorized rate of return is applied to a higher

rate base. In concept, the methods should derive similar

results. The auditor should become famil iar with the

jurisdiction's policy and practice on this matter, so it is

properly reflected in the rate computation.6

In the first, the accumulated DIT

Rate Case and Audit Manual prepared by the National Association of Regulatory Utility
Commissioners ("NARUC") Staff Subcommittee on Accounting and Finance in the Summer of
2003, pages 24-26.

6

11
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The above referenced source addressed two methods of addressing

Accumulated Deferred Income Taxes. Which method does Arizona utilize

in revenue requirement computation?

Arizona utilizes the normalization method that spreads the DIT benefits of

the IRS tax policies over the economic life of the asset, which reduces rate

base.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

Do you have another source that supports RUCO's position regarding the

ADIT issue?

Yes. A papers prepared for the Public Service Commission of Utah cited

the following:

Deferred income taxes are created when components of

income or expense are recognized in different time periods

for financial reporting purposes than for income tax

purposes. The Federal income tax laws necessarily require

some items to be reflected differently for income tax

reporting purposes. Some of these differences are the result

of efforts to protect the federal government from abuse by

tax payers. Other differences are the result of legislative

efforts to stimulate economic activity. These efforts often

take the form of accelerated depreciation or an immediate

write-off of investments in fixed assets. When these assets

are deducted more quickly on income tax returns than for

financial reporting purposes the current burden of income tax

payments are reduced. These accelerated write-offs will

eventually be exhausted and the company's taxable income

will increase to a level that is above book income relative to

those specific items...

7 Edwin C. Farrar, CPA for the Garrett Group, LLC, Normalization of Deferred Income Taxes for
Rocky Mountain Power, May 28, 2009, pages 1-2.

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

The income tax issues related to the establishment of utility

rates can be complicated. Regulatory agencies sometimes

require that advantageous tax provisions be flowed-through

to ratepayers by including those adjustments in the

calculation of the income tax component of the revenue

requirement. However, Congress has restricted this practice

so that temporary di fferences related to accelerated

depreciation cannot be used to directly benefit ratepayers.

Instead, regulatory bodies must use the same depreciation

rates for both the revenue requirement calculation and for

the income tax calculation contained in the revenue

requirement. The regulator is then permitted to use the

accumulated balance of deferred income taxes that results

from this treatment as a reduction [emphasis added] to the

rate base. This requirement results in an interperiod tax

allocation because income tax deductions are recognized

when the asset is depreciated for ratemaking purposes

instead of when the deduction is actually taken on the tax

return. The use of the interperiod tax allocation to calculate

components of the revenue requirement and to calculate

income tax expense and the deduction [emphasis added] of

the accumulated deferred income tax balance from the rate

base is known as income tax normalization... With

normalization, the balance of accumulated deferred income

taxes may be deducted [emphasis added] from rate base as

a source of cost free capital. The ratepayer will realize a

reduction in rates under full normalization equal to the

Commission authorized pretax return on the balance of

accumulated deferred income taxes...

13
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1

2

3

4

What is an Accumulated Deferred Tax Asset ("ADTA")?

An ADTA is listed on a company's balance sheet to document or record

an event/situation where the Company will likely realize a reduction in

future income taxes due to an asset. In other words, an ADTA is a future

5 tax benefit. In order for the company to benefit from a deferred tax asset,

6

7

8 ("NOL") are good examples of ADTA.

9

10

11

12

13

a company first deducts the expense on its accounting books. Tax breaks

are then provided at a later date. Warranties and Net Operating Losses

Generally Accepted Accounting

Principles ("GAAP") allows a company to make estimates on their future

warranty expense based on how many returns they think they will get and

records the estimated expense on its books. However, the IRS will not

allow the recognition of the estimated warranty expense until the actual

event occurs, and as a result, shareholder income is lower than taxable

14

15

income. An ADTA is similar to a prepaid tax. Here is an example that

contains numbers; a company may have an ADTA of $10,000 listed on its

16 books. If the company earns $50,000 in income prior to taxes, the

17

18

company can deduct the $10,000 ADTA from the total taxable income. As

a result, the company is only required to pay taxes on the $40,000.

19

20

21

22

23

24

25

A.

Q.

14
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1

2

Besides Modified Accelerated Cost Recovery System ("MACRS"), what

other tax laws exist within the Internal Revenue Code ("IRC") that allows a

3

4

company to write-off capital investments and plant more quickly on its

income tax returns than for financial / ratemaking purposes?

5

6

Two other tax laws come to mind that allow a company to immediately

write-off some portion of investments in fixed assets. The first is the

7

8

9

10

11

12

13

Internal Revenue Code ("IRC") Section 179 Expense, which allows a

company to deduct up to $250,000 in the first year of the asset's cost for

qualified property. The second IRC option for a company is the 2008

bonus depreciation, which allows a company to immediately write-off 50

percent of the cost in the fixed asset the first year it is placed in service.

Both of those options are the result of legislative efforts to stimulate

economic activity. When these assets are depreciated more quickly on

14

15

16

17

income tax returns than for financial reporting purposes, the company's

current burden of income tax payments is reduced. Thus, ratepayers are

paying more income taxes through their rates than the company is actually

paying the IRS from the greater depreciation income tax deductions. The

18

19

20

21

22

23

reason that the ratepayers are contributing more income tax expense

through rates than the company is actually paying the IRS is primarily

because the ratemaking process is prohibited from using the greater

accelerated depreciation methods deduction when setting the income tax

expense levels for rates. The difference between 1) the higher income tax

expense authorized by the Commission in setting rates and 2) the lower

A.

Q.

15
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1

2

income tax the company actually pays to the IRS is 3) the deferred income

tax liability, which is a reduction to rate base.

3

4

5

Please provide a hypothetical scenario il lustrating how the special

depreciation deductions affect depreciation expense and thus, taxable

6 income.

7

8

Assume a company completed its second full year of operations ending on

December 31, 2008 and has a rate base of $12,000,000. It added

9

10

11

12

$2,500,000 of plant additions during 2008, which are included in the

$12,000,000 rate base. The new plant additions have a useful life of 10

years, which qualify for MACRS tax depreciation of 150 percent declining

balance ("DB") method using the half-year ("HY") convention.

13

14

15

16 The

17

18

Assume, the Commission predetermined just and reasonable rates prior to

the company's first year of operations based on the company's rate base,

estimated allowable expense levels, and its cost of capital.

Commission estimated an allowable depreciation expense of $1,200,000,

calculated using straight-line depreciation, to be recovered annually

19 through the company's ratepayers' rates. The Commission also

20 authorized an annual income tax expense of $406,182 to be collected in

21 rates paid by the utility's customers.

22

23

A.

Q.

16
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1

2

The company elected not to recover any part of the cost of the new plant

additions under IRC Section 179 Deductions but did choose to claim the

3

4

5

6

7

8

9

10

50 percent Special Depreciation Allowance or Bonus Depreciation as

some people refer to it. The company can take the 50 percent special

deduction allowance to recover half of the cost of qualified property,

placed in service during the 2008 tax year. The allowance applies only for

the first year you place the property in service. The company claims an

additional 50 percent special allowance after electing or not electing to

take the section 179 deduction. The allowance is an additional 50 percent

deduction that can be taken after any section 179 deduction and before

11 the calculation of regular MACRS depreciation.

12

13

14

15

16

17

The order of the depreciation election process is 1) first, elect to take or

not take the section 179 deduction, 2) claim or not claim the special 50

percent deduction allowance, and then 3) figure the regular MACR's

depreciation on the new tax basis from the adjustments from the elections

and claims in one and two above.

18

19

20

21

22

8 IRS Publication 946: The total amount you can elect to deduct under section 179 for most
property placed in service in 2008 generally cannot be more than $250,000.

17
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1

2

Please take us through the process of calculating the tax depreciation

deductions for these special IRS allowances for the $2,500,000 of new

3

4

5

6

7

8

9

10

plant additions.

The company would first choose to either elect or not elect the section 179

deduction, which is up to $250,000. In this hypothetical scenario, the

company chose not to elect the section 179 deduction. The company did

choose to claim the special depreciation allowance of 50 percent of the

$2,500,000 new 2008 plant additions. The Company deducts half of the

plant additions for a total tax deduction of $1,250,000. The remaining

$1 ,250,000 is the company's new tax basis in the newly added asset. The

11 company's book basis in the plant additions is still $2,500,000. The

12

13

14

15

16

difference of $1,250,000 in the tax versus book basis is due solely to the

company claiming the special 50 percent depreciation allowance. Hence,

the special deduction has lowered the taxable operating income by an

additional $1,250,000 over financial book reporting. Thus, the actual

income tax payable to the IRS is lower than that reported on the

17

18

company's books.

MACRS depreciation for tax purposes and

The company can now figure its regular annual

its straight-line book

19 depreciation on the new plant additions.

20

21

22

23

Using the MACRS 150 percent DB tax depreciation method and the HY

convention, the company is allowed to deduct 7.5 percent MACRS tax

depreciation on its adjusted $1,250,000 tax basis on the new plant

A.

Q.

18
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1

2

3

4

5

6

7

8

9

additions or $93,750 ($1 ,250,000 X (15% / 2)). Under straight-line book

depreciation method using the HY convention, the company is allowed a 5

percent depreciation expense deduction for the first year the plant is

placed in service or $125,000 ($2,500,000 X (10% / 2)). The reason why

the straight-line book depreciation expense of $125,000 is greater than

accelerated tax depreciation expense amount of $93,750 is because the

company's book basis in the newly added plant is $2,500,000 whereas the

tax basis of the new plant was now only $1 ,250,000 due to the special 50

percent depreciation election.

10

11

12

13

14 +

15

16

For tax purposes, the company is allowed to deduct the additional special

depreciation allowance of $1,250,000 plus the regular annual MACRS

depreciation expense calculation of $93,750 for a total depreciation

deduction of $1,343,750 ($1,250,000 $93,750) in the first year that the

plant is placed in service. For book and rate raking purposes, GAAP

allows only a straight-line depreciation deduction of $125,000 ($2,500,000

17 X (10% / 2)) in the first year that the plant is placed in service. Thus,

18 taxable operating income in that year is $1,218,750 ($1,343,750

19

20

2t

22

$125,000) less for tax purposes than book purposes because of the

greater tax depreciation deduction generated by claiming the special 50

percent deduction allowance. Assuming a 38.6 percents federal and state

income tax rate, this scenario alone would create an income tax savings of

9 This is the effective federal and state income tax rate (38.6%) for Bella Vista Water Company in
the instant case.

19
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1

2

3

$470,438 for the company compared to its recorded book / ratemaking

income tax expense amount. The $470,438 tax savings represents a

deferred tax liability, which is a reduction to rate base.

4

5 The deferred tax calculation for the hypothetical  DIT scenario is

6 summarized and shown in the table below:

Plant
Additions

Book
Depreciation

1$t Year Tax
Depreciation

Rate
Tax

Depreciation
Tax
Rate

Deferred
Tax

7

8
9

10

11

12

2,500,000 125,000 53.75%

Difference

1,343,750 1,218,750 38.60% (470,438)

13 As shown in the last column of the table above, the deferred income tax

14

15

16

related to the bonus depreciation that the company claimed and its first year

HY convention for MACRS depreciation deduction is a liability of $470,438,

which is a reduction to rate base for the interest free funds the company

17 over collected from the ratepayers for income taxes.

18

19

20

21

For BVWC as consolidated, please explain the Company's Schedule B-2,

page 5, l ine 9, fixed assets component of i ts deferred income tax

calculation.

22

23

24

25

26

That line of schedule shows the Company's adjusted book basis in its

fixed assets to be $15,565,344 It also shows BVWC's adjusted tax basis

in its fixed assets to be $9,232,954. Thus, the Company's tax basis in its

fixed assets component is $6,332,390 less than its book basis. That's a

A.

Q.

20
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1

2

3

4

5

sensible and logical result because the accelerated tax depreciation

decreases the tax basis faster than the slower straight-line book

depreciation method, which has been thoroughly illustrated in the previous

several pages of my testimony. When the fixed assets' tax basis is less

than the book basis, as in BVWC's case, this creates a deferred income

6

7

8

tax liability that is a reduction to rate base. Isolating the fixed assets

component of the Company's deferred income tax calculation, the

calculation of the DIT takes the difference between the book basis of

9

10

11

12

13

$15,565,344 and the tax basis of $9,232,954, which is $6,332,390, and

multiplies the difference by the effective tax rate of 38.6 percent. By

multiplying $6,332,390 by 38.6 percent, the product equals the deferred

income tax liability of $2,444,232.10 As RUCO has demonstrated through

sources and illustrations throughout this testimony, that is what creates

14 the bulkof a utilities ADIT.

15

16

17

18

19

20

21

Does RUCO agree with the Company's fixed asset component of its ADIT

calculation that results in a non-current future tax liability?

RUCO generally agrees with the Company's methodology in determining

the fixed assets component of its ADIT balance. However, RUCO made

two plant adjustments that would result in a small difference in the fixed

assets component of the Company ADIT calculation.

22

10 There is an approximate $71 rounding issue.

A.

Q.

21
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1

3

What two adjustments did RUCO make that would make a small

difference in the Company's fixed assets component of its ADIT

4 calculation?

5

6

7

RUCO reduced the Gross Utility Plant in Service ("GUPIS") by $1 ,940 and

increased Accumulated Depreciation by $3,610. Those adjustments are

fully explained in RUCO witness, Mr. Moore's, testimony.

8

9

10

11

12

13

What impact would Mr. Moore's adjustments have on the Company's fixed

assets component of BVWC's ADIT calculation?

The impact of Mr. Moore's two adjustment referenced above would reduce

the fixed assets component, which is an ADIT liability, by $2,142 from

$2,444,232 to $2,442.090.

14

15 What other reason(s) does RUCO provide in opposing the Company's

16 ADTA balance?

17

18

19

20

21

22

23

Most importantly, beyond the issues of what RUCO has already discussed

in its testimony, RUCO takes issue with the Company's attempt to create

an ADTA, which increases rate base, solely by using non-investor

supplied Advances in Aid of Construction ("AIAC") funds. AIAC funds are

interest free funds to which the Company has no right to earn a return on

in rate base. Rightfully, AIAC is recorded as a reduction to rate base on

the Company's Schedule B-1. Appropriate rate raking already allows the

2 Q.

A.

A.

Q.

Q.

A.
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1

2

3

4

5

Company a return of AIAC through depreciation expense and should be

denied the ability to also earn a return on such non-investor supplied

funds until the AIAC is refunded. Any future income taxes associated with

the AIAC are already reflected in the rates through the depreciation

expense of AIAC for ratemaking purposes.

6

7

8

9

10

11

What is RUCO's recommendation regarding the ADIT?

RUCO recommends that the Commission follow the guidelines set forth in

the Statement of Financial Accounting Standards ("SFAS") No. 109 that

was issued in February 1992 and specifically for companies that file

consolidated tax returns as APTF does with its affiliate BVWC.

12

13

14

15

Please state what those guidelines are in SFAS No. 109.

Section 40, page 19, of SFAS No. 109 states the following guidelines

whenever "The consolidated amount of current and deferred tax expense

16

17

to

for a group that files a consolidated tax return shall be allocated among

the members of the group when those members issue separate financial

statements" as is the case with BVWC for this rate proceeding. SFAS No.

19 109 further states the following:

20

Separate Financial Statements of a Subsidiary21

22

23

24

40. This Statement does not require a single allocation

method. The method adopted, shall be

systematic, rationale, and consistent with the broad

however,

A.

A.

Q.

Q.

23
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t

2

3

4

5

principles established by this Statement. A method that

allocates current and deferred taxes to members of the

group by applying this Statement to each member as if it

were a separate taxpayer meets those criteria...

6
7
8
9

10
11

Since the parent company, APTF, elected to file a consolidated tax return

showing an ADIT liability, then SFAS No. 109 requires apportionment of

the liability among the affiliates and precludes the listing of an ADIT asset

for BVWC. The excerpt of SFAS No. 109 is provided in this testimony as

RUCO Exhibit 3.

12

13

14

How has RUCO allocated, as set forth in Section 40 of SFAS No. 109, the

parent Company's net deferred income tax liabilities that are reported on

APTF 2008 Annual Report balance sheet?

15

16

RUCO adopted the prescribed SFAS 109 method to allocate APTF's net

deferred income tax liabilities. RUCO's allocation factor is based on the

17

18

19

20

21

22

23

24

consolidated BVWC's total asset cost ($"l5.1 million) divided by Algonquin

Power Trust Fund's total assets ($978.1 million) to arrive at BVWC's asset

ratio, as reported in its 2008 Annual Report. RUCO's allocation method

adopted is systematic, rationale, and consistent with the broad principles

established by Section 40 of SFAS No. 109. It allocates current and

deferred taxes to members of the group by applying SFAS No. 109 to

each member as if it were a separate taxpayer, which meets the criteria

established therein. These deferred income tax liabilities are attributable

A.

Q.
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1

2

to all APTF's affiliates. The ratepayers of BVWC are entitled to those tax

benefits that it contributed towards.

3

4

5 What is RUCO's recommendation for BVWC's ADIT balance?

6

7

8

9

10

11

RUCO recommends adjusting the Company's ADIT Asset balance by

$1,458,278 for an ADIT Liability balance of $1,284,949 for BVWC. This

adjustment reflects SFAS No. 109 criteria of allocating the tax benefits that

the ratepayers are entitled, which reduces rate base accordingly. This

adjustment is on Schedule RLM-2 with the supporting detail on Schedules

RLM-3 and RLM-5.

12

13 OPERATING INCOME ADJUSTMENT

14 RUCO Operating Income Adjustment #4 - Central Office Cost Allocations

15 Did RUCO make an adjustment to the Company's Central Office Cost

16 Allocations?

17 Yes.

18

19 What is RUCO's rationale for making the adjustment to the Central Office

20 Cost Allocations?

21

22

23

First, RUCO believes that most of the expenses being allocated to the

Arizona Utility Infrastructure regulated affiliates, including BVWC, are

unnecessary and not directly attributable in the provisioning of water

A.

A.

A.

Q.

Q.

Q.
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1

2

3

4

service. Second, the unregulated parent Company, Algonquin Power

Income Fund ("APIF" or "Fund"), allocated the costs down to Algonquin

Power Trust ("APT"), which the Company claims is another unregulated

affiliate. RUCO reviewed the Fund's organizational chart of all its affiliates

5 and could not ascertain if APT is even an affiliate because APT is not on

6

7

8

9

10

11

12

13

14

15 that,

16

the organizational chart. Third, the Fund allocated costs down to APT,

which are later allocated to BVWC that included Super Bowl tickets,

hockey tickets, basketball tickets, gold watches etc. and other licenses,

fees, and permits that, should be totally disallowed for ratemaking

purposes. Fourth, RUCO does not agree with the allocation factors

utilized by APTF. Finally, RUCO has concerns with the allocation and

documentation methods between an unregulated affiliate, APT, and

regulated affiliates such as BVWC. The NARUC Guidelines for Cost

Allocations and Affiliate Transactions, attached as RUCO Exhibit 4, states

"The prevailing premise of these Guidelines is that allocation

methods should not result in subsidization of non-regulated services or

17

18

19

products by regulated entities..." The Guidelines also suggest that "to the

maximum extent practicable, in consideration of administrative costs,

costs should be collected and classified on a direct basis for each asset,

20 service or product provided.H

21

22 what is the definition of direct costs and indirect costs?Q.
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1

2

3

4

5

6

Direct costs are those costs that can be traced easily and accurately to a

cost object. The more costs that can be traced to the object, the greater

the accuracy of the cost assignments. Establishing traceability is a key

element in building accurate cost assignments. Tracing costs to cost

objects can occur in one of two ways: (1) direct tracing and (2) driver

tracing. Ideally, all costs should be charged to cost objects using direct

7 tracing.

8

9 Indirect costs cannot be traced to cost objects. At the very least, direct

10 and indirect cost assignments should be reported separately.

11

12

13

Have any of APT allocated costs been reported separately as either a

direct cost or indirect cost?

14

15

No. All the costs have been pooled into one grouping that are classified

as indirect costs and fully allocated to each of the Fund's affiliates.

16

17

18

19

Please describe the Fund's process of allocating the pooled APT costs.

APT pools costs from twelve distinct areas, such as audit, tax services,

unit holder communications, trustee fees, and escrow/transfer fees etc.

20 The total amount of these costs in Canadian dollars is $4,104,971 for the

21 test-year. Next, the Company arrives at an allocation factor of 26.98

22 percent to be allocated to the seventeen utilities that the Fund owns. The

23 26.98 percent allocation factor is derived by dividing the seventeen utility

A.

A.

Q.

Q.

A.
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1 companies by the 63 total companies to which it claims to own. RUCO

2

3

4

5

6

7

8

9

10

11

12

does not agree that the Company has just 63 total companies but rather

70 as indicated in its 2008 APIF Annual Report. Then, APT converts the

Canadian dollars to US dollars for a total cost of $3,697,367 and multiplies

it by the 26.98 percent allocation factor that it claims the seventeen utility

companies are attributable to arrive at $997,702 US dollars, which RUCO

also disagrees. Finally, the $997,702 of US dollars is allocated to each of

the seventeen utility companies based on each utility's customer count.

BVWC's consolidated customer count represents approximately 14.52

percent of the total 64,094 customers in the seventeen utility companies.

The Company ultimately allocates 14.52 percent of the $997,702 to

BVWC, which is $144,906.

13

14

15

16

17

If RUCO does not agree with the Company's first allocation factor of 26.98

percent, what does RUCO recommend that allocation factor be?

RUCO does not agree wi th the Company's proposed al locat ion

methodology but has no remedial solution for a better overall allocation

18

19

20

methodology. RUCO utilizes the Company's proposed methodology in

making our recommended adjustment. The Company computes the first

allocation factor of 26.98 percent by dividing the 17 utilities by the 63 total

21

22

affiliates, (17 / 63), that it claims to own.

variable of 63 total affiliates being used.

RUCO disagrees with the

The 2008 Annual Report

23 identifies 70 total companies to which the Fund owns. A more accurate

A.

Q.
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1 allocation factor for the seventeen utility companies would be 24.29

2 percent (17 / 70).

3

4

5

6

7

8

Does RUCO agree with the Company's total allocated cost of $997,702

US dollars to be shared (based on customer count) among the seventeen

utility companies that the Fund owns?

No. This disagreement with the Company is nearly the entire amount of

RUCO's recommended adjustment. In addition, RUCO's calculation does

9 not convert the Canadian dollars to US dollars until the end of the

10 calculation in order to capture the most recent known and measurable

11 conversion rate.

12

13

14

15

What is RUCO's position regarding the Company's allocated APT costs of

$997,702 US dollars to be shared (based on customer count) among the

seventeen utility companies that the Fund owns?

16

17

18

19

20

21

For all the reasons previously stated by RUCO, only a very small portion

of the $997,702 US dollars is attributable to BVWC. RUCO cannot directly

trace any of those costs to BVWC. The invoices essentially contain no

detail. Other costs are directly attributable to the Fund's other affiliates,

i.e. implementation of Sanger electrical location and annual memberships

for the Canadian Wind Energy Association etc. l also saw an invoice for a

22 man's Fossil watch. At the very most, only a fraction of the costs would

A.

A.

Q.

Q.
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1

2

appear to be of some benefit to BVWC's water utility ratepayers in

Arizona.

3

4

5

6

What APT expenses does RUCO believe could be attributable to BVWC?

RUCO's analysis and review determined that the audit, tax services, legal

7

8

general, and depreciation expenses could possibly benefit the

ratepayers of BVWC to some minor extent.

9

10

11

12

What amount of those expenses does RUCO believe could possibly

benefit BVWC in the provisioning of utility service?

RUCO recommends the Commission allow no more than 25 percent of the

13

14

15

APT audit, tax services, legal - general, and depreciation expenses and

disallow 100 percent of the other APT expense as being much more

attributable to the Fund's other operating affiliates and shareholders.

16

17

18

19

20

Does RUCO agree with the Company's methodology in allocating the APT

costs to BVWC by customer count?

RUCO is in general agreement to allocate RUCO's recommended level of

APT expenses to BVWC by customer count. However, other methods

21

22

could be appropriate too.

Company's 26.98 percent allocation factor to 24.29 percent.

RUCO did recommend correcting the

RUCO's

23 main concern with the APT cost allocations is not so much the Company's

A.

A.

A.

Q.

Q.

Q.
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1

2

3

allocation methodology but rather the expenses are inappropriate and

unnecessary to the provision of water utility service and are in large part

unsupported by detailed invoices.

4

5

6

7

8

9

10

11

12

13

14

Does RUCO believe BVWC would incur the APT type of expenses if it

were a stand-alone utility and not multi-layered with corporate allocations

by the non-regulated parent and affiliates?

RUCO believes that the stand alone companies which are included in

BVWC as consolidated would incur some of the types of expenses (e.g.,

audit, tax services, and legal-general expenses) that APT was allocating

down to its affiliates, but certainly not the majority of the type of expenses

being allocated by APT. RUCO will provide further analysis in surrebuttal

testimony comparing other Arizona utility companies to companies

structured with shared service models such as BVWC.

15

16

17

18

19

What adjustment did RUCO make to Outside Services - Other account in

direct testimony to remove the majority of the APT related costs?

RUCO's adjustment removes $144,927 from the Outside Services - Other

account of BVWC. This adjustment is shown on Schedules RLM-6 and

20 RLM-7 with the details appearing in RLM-11 .

21

22 Does this conclude your testimony?

23 Yes, it does.

A.

A.

A.

Q.

Q.

Q.
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

July 2000 - Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arzona
Public Utilities Analyst V. The Residential Utility Consumer Office (RUCO) is a
consumer advocate group providing residential consumers a voice in utility regulation and
backed by a professional staff with legal and financial expertise. Responsibilities include:
audited, reviewed and analyzed public utility companies various filings, prepared written
testimony, schedules, financial statements, and spreadsheet models and analyses.
Testified and stand cross-examination before the Arizona Corporation Commission.

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax
laws benefited them in their specific situation. Ensured that each customer received
every deduction that they were entitled. Prepared individual and business income tax
returns, which best utilized each specific situation that minimized their tax obligations.

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas
Consultant Assistant. The consulting firm specialized in alleged medical claim charges
brought against the government of Harris County in Houston, Texas. Assisted in the
review, examination, and analysis of the attested charges. Determined if the purported
medical claim charges were prudent, customary, and reasonable for the alleged
sustained injuries. The firm analyzed cases for both the County's Risk Department and
Attorneys Office.

January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia
Owner. Provided landscaping services primarily in a high growth gated community where
the Property Owners' Association approved mandated ordinances to be strictly adhered
and abided by. Coordinated and supervised all aspects of projects from inception to
completion, from master planning to site design to installation.

May 1989 - October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable
service at reasonable rates. It must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. I was promoted to the
PSC's Electric/Gas Division where I examined, verified, and analyzed various financial
documents, accounting records, reports, ledgers, and statements. In addition, I was
assigned to automate the PSC's Electric Division where I utilized a computer application
process that I had developed earlier while with the (PSC) Telecommunication Division. l
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O&M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O8¢M costs, which benefited the consumer through lower prices.

Developed computer application system that streamlined audit procedures by 30 - 40%.
Various other schedules were implemented to track, maintain, and control costs.



TIMOTHY J. COLEY (Page 2)

GEORGIA PUBLIC SERVICE COMMISSION (continued)

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia
Auditor. Regulated telecommunications and also oversaw the deregulation process that
was currently under way in that industry. Examined and analyzed accounting records to
determine financial status of companies and prepared financial reports concerning audit
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt
ledgers, financial reports, and disbursements. Verified statewide telephone company
transaction classifications and documentation.

Developed computer application utilizing Lotus to completely automate and
streamline the entire telecommunication audit process. The results saved 25% in field
audit time and produced a product of professional appearance.
Created, coordinated, and implemented "Operational Project Training" automated
procedure-training program. Trained and supervised staff of five auditors.
Computerized "Desk Audit Analysis" program that identified 11 independent
telephone companies in the state of over-earning and resulted in $4.1 M annual
savings to the Georgia ratepayers affected.

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia
Junior Auditor. Assisted in planning and performing telecommunication audit
engagements. Examined financial records, internal management control,
correspondence, bills, and records of services delivered in order to verify or recommend
compliance with company specifications contained in contracts, agreements, regulations,
and/or laws.
• As a special project, I was assigned to analyze the results of a survey designed to

evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group"
by the Director of Utilities. Wrote the draft and findings for the speech that was
presented to all participatory commissions.

PROFESSIONAL MEMBERSHIPS
•

•

Elected Member of the National Honor Society for Public Affairs and Administration.
Active Member of Delta Sigma Pi - Professional Business Fraternity.

SPECIAL TRAINING AND CERTIFICATES
• The Graduate School of Business Administration - Michigan State University,

completed the Annual Regulatory Studies Program of the National Association of
Regulatory Utility Commissioners.
Completed Graduate Exit Paper on "Deregulation of the Electric Industry".
Attended Eastern Utility Rate School in 2000 and 2005.

EDUCATION
• Currently enrolled at Arizona State University - West in the Post Baccalaureate

Graduate Certificate Program in Accountancy with two courses remaining.
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5.
BS Business Management & Administration, Minor in Economics, Sorrel School of
Business, Troy State University, 1985.
AA Business Administration, Miles Community College, 1981 .



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

Arizona-American Water Company - Docket No. WS-01303A-05-0405

Arizona Public Service Co. - Docket No. E-01345A-03-0437

Tucson Electric Power Company - Docket No. E-01933A-04-0408

UniSource Merger- Docket No. E-04230A-03-0933

Arizona-American Water Company - Docket No. WS-01303A-02-0867

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619

Litchfield Park Service Company - Docket Nos. W-01427A-01-0487 8¢
SW-01428A-01 -0487

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962

Rio Verde Utilities, Inc. Docket Nos. W-02156A-00-0321 84
SW-02156A-00-0323

Arizona-American Water Company (Paradise Valley) -
Docket Nos. W-01303A-05-0405 &

W-01303A-05-0910

Arizona-American Water Company (Mohave District) -
Docket No. WS-01303A-06-0014

Arizona-American Water Company (Sun City 8= Sun Cit West Wastewater) -
Docket No. WS-01303A-06-0491

Arizona-American Water Company - Docket No. W-01303A-07-0209

Chaparral City Water Company - Docket No. W-021 13A-07-0551

Arizona-American Water Company - Docket No. W-01303A-08-0227



Residential Utility Consumer Office For Years 2000 To Present (cont'd)

Arizona Water Company - Docket No. W-01445A-08-0440

Far West Water 8; Sewer Company - WS-03478A-08-0608

Rio Rico Utilities, Inc. WS-02676A-08-09-0257



Georgia Public Service Commission For Years 1985 - 1991

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTEJno

ALL-TEL Telephone Company

Citizens Utilities Co.

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company
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Consolidated Balance Sheets
Algonquin Power Income Fund . Audited Hnandal Statements

December 31, 2008 and 2007
(thousands of Canadian doifars)

2008 2007

ASSETS
Current assets:

Cash
Accounts receivable
Prepaid expenses
Current portion of notes receivable (note 5)
Current portion of derivative assets

$ 5,902
28,138

2,832
485

$ 10,361
26,597

3,052
421

7,857
48,28837,357

Long-term investments and notes receivable (note 5)

Future non-current income tax asset

Property, plant and equipment (note 6)

intangible assets (note 7)

Restricted cash

Deferred costs

Other assets (note 4)

Derivative assets

27,134

2,894

804,965

97,398

5,295

243

2,844

30,047

2,416

760,677

99,529

6,105

80

2,737

4,188

$ 978,130 $ 954,067

LIABILITIES AND UNITHOLDERS' EQUITY

Current liabilities :

Accounts payable and accrued liabilities
Distributions payable
Current portion of long-term liabilities (notes 10 and 12)
Current portion of derivative liabilities (note 8)
Current income tax liability (note 14)
Future income tax liability

$ 3% 27,007
11,649

1,915

669
756

41,996

281 ,725

139,587

23,771

80,785

Long-term liabilities (notes 9 and 10)

Convertible debentures (note 11)

Other long-term liabilities (note 12)

Future non-current income tax liability (note 14)

Derivative liabilities (note 8)

Non controlling interest

Unitholders' equity:

Trust units (note 13)
Deficit
Acoumuiated other comprehensive income

34,074
1 ,587
4,236
8,438

541
1,191

50,067

293,590

140,427

28,859

85,654

25,116

12,548 21 ,70O

722,215
(358,904)
(21 ,-442)
341 ,869

692,213
(283,820)

(43,890)
364,503

Commitments and contingencies (note 18)

$ 978,130 $ 954,067

See accompanying notes to consolidated financial statements

Approved by the Trustees

9

Ken Moore George Steeves
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Algonquin Power Income Fund - Notes to the Consolidated Financial Statements

1. Significant accounting policies: (continued)

(k) Foreign cun'ency translation: (continued)

The ongoing review of the economic factors to be considered in determining whether foreign
operations are integrated or self-sustaining has resulted in the determination that the Fund's
operating entities in the Utility Services Division have changed to self-sustaining. This
change was made as a result of the Utility Services Division entities' increasing proportion of
operating, tlnancing and investing transactions that are denominated in currencies other than
the Canadian dollar. This change in method was effective at October 1, 2007 and was
applied prospectively. These self-sustaining operations are translated into Canadian dollars
using the current rate method, whereby assets and liabilities are translated at the rate
prevailing at the balance sheet date while revenues and expenses are converted using
average rates for the period. Unrealized gains or losses arising as a result of the translation
of the operations of self-sustaining operations are reported as a component of Other
Comprehensive Income in the Consolidated Statement of Comprehensive Income.. .

The Fund's remaining United States subsidiaries and partnership interests continue to be
considered as functionally integrated with the Canadian operations and accounted for as
integrated foreign operations.

(I) Asset retirement obligations:

The fair value of estimated asset retirement obligations is recognized in the consolidated
balance sheet when identified and a reasonable estimate of fair value can be made. The
asset retirement cost, equal to the estimated fair value of the asset retirement obligation, is
capitalized as part of the cost of the related long-lived asset. The asset retirement costs are
depreciated over the asset's estimated useful life and are included in amortization expense
on the Consolidated Statements of Operations. increases in the asset retirement obligation
resulting from the passage of time are recorded as accretion of asset retirement obligation in
the Consolidated Statements of Operations. Actual expenditures incurred are charged
against the accumulated obligation. Based on the Fund's assessments the Company does
not have any significant asset retirement obligations and therefore no provision for retirement
obligations has been recorded in 2008 and 2007.

(M) Income taxes:

Income taxes are accounted for using the asset and liability method. Future tax assets and
liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Future tax assets and liabilities are measured using enacted or substantively
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on future tax assets and
liabilities of a change in tax rates is recognized in earnings in the year that includes the date
of enactment or substantive enactment.

A valuation allowance is recorded against future tax assets to the extent that it is considered
more likely than not that the future tax asset wife not be realized.
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Algonquin Power Income Fund - Notes to the Consolidated Financial Statements

14. Income taxes (continued)

The tax effect of temporary differences between the financial statement carrying amounts of assets
and liabilities and their respective tax basis that give rise to significant portions of the future tax
assets and future tax liabilities at December 31, 2008 and 2007 are presented below:

2008 2007

$ $ 19,561
30,003

4,414

Future tax assets:
Non-capital loss, debt restructuring charges and currently
non-deductible interest carry forwards
Unrealized foreign exchange differences on US entity debt
Customer advances in aid of construction
Foreign exchange hedges and interest rate swaps
Total future tax assets
Less: Valuation allowance
Total future tax assets

25,355
ti ,674
6,768
3,940

47,737
(24,705)
23,032

53,978
(42,996)
10,982

Future tax liabilities:
Property, plant and equipment
intangible assets
Other
Total future tax liabilities

(95,007)
(9,861)
(2,115)

(106,983l

(81 ,567)
(8,174)

(366)
(90,107)

Net future tax liability

Classified in the Financial statements as:

$ (83,951) SB (79,125)

2008 2007

Future non-current income tax asset
Future current income tax liability
Future non-current income tax liability

$ 2,894
(1 ,191 )

(85,654)

$ 2,416
(756)

(80,785)

$ (83,951) $ (79,125)

Current income tax recoverable of $1 ,538 (2007 - $nil) is included as part of accounts receivable on
t'ne financial statements.

On June 22, 2007 legislation ("the SlFT Rules") relating to the federal income taxation of publicly-
traded trusts and partnerships received royal assent. Under transitional relief the SlFl' Rules will not
apply to a publicly-traded trust or partnership that is a "specified investment flow through entity' (a
"SIFT") which was listed before November 1, 2006 ("Existing Trust") until taxation years ending in or
after 2011. The sIFt Rules do not affect the cun'ent and future tax amounts of the Fund's corporate
subsidiaries.

Under the SlFl' Rules, distributions of certain income by a SIFl' will not be deductible in computing
the SlFl"s taxable income, and the SIFT will be subject to tax on such income at a rate that is
substantially equivalent to the general tax rate applicable to Canadian corporations. A SlFT's income
that is dividends or income received directly from foreign sources will continue to be taxed to
unitholders under the existing rules and distributions paid by a SlFl' as returns of capital will not be
subject to this tax. An Existing Trust may lose its transitional relief where its equity capital grows
beyond certain dollar limits measured by reference to the Existing Trust's market capitalization at the
close of trading on October 31, 2006 in which case application of this tax to an Existing Trust may
commence before 2011 .
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COMPANY NAME
BELLA VISTA WATER co., INC.

Acct.

No.
ASSETS

BALANCE AT
BEGINNING OF

YEAR

BALANCE AT
END OF
YEAR

CURRENTAND ACCRUED ASSETS

131 Cash $ 72,882 $ 99,034
134 Working Funds

135 Tempore Cash Investments

141 Customer Accounts Receivable 259,421 274,222

146 Notes/Receivables from Associated Companies

151 Plant Material and Supplies 24,451
162 Prepayments 108,356 37,042

174 Miscellaneous Current and Accrued Assets
TOTAL CURRENT AND ACCRUED ASSETS

$ 465,110 s 410,297

FIXED ASSETS

101 Utility Plant in Service $ 20,200,182 s 21,971,846

103 Prope Held for Future Use

105 Construction Work in Progress 177,580 351,197

108 Accumulated Depreciation - Utility Plant 9,804,105 9,960,835
121 Non-Utility Property

122 Accumulated Depreciation - Non Utility
TOTAL FIXED ASSETS $ 10,573,657 SB 12,362,208

TOTAL ASSETS S 11,038,768 $ 12,772,506

BALANCE SHEET

NOTE: The Assets on this page should be equal to Total Liabilities and Capital on tile fullawing page.
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COMPANY NAME
BELLA VISTA WATER co., INC.
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Acct
No.

I

z

I

I

I

231
232
234

235

236
237

241

251
_252
255
271
2"7_;
281

224

201
211
215
218

_L
I

I

l8
Accounts Payable ..

.Notes Payable (Current.Po.rtion). _ - -. -.. _ ._
'Notes/Accounts Payable to Associated Companies

Customer Deposits
IAe.cruedTaxes

Accrued Interest._ .- -- . . . . - ._ _
Miscellaneous Current and A004491 Liabilities.

TOTAL CURRENT

LONG-TERM DEBT (0ver.12
'Long-Term Notes and Bonds...
l

DEFERRED CREDITS
-Unamortized Premium on Debt

;Advances in Aid of CQ1ist1'uction._.._ _ _
'Accumulated Deferred Iuves ent. Te;

Contributions 111 Aid of Construction
Less: Amortization of Contributions
Accumulated Deferred Income Tax
TOTAL DEFERRED CREDITS

I
,TQTAL LIABILITIES

CAPITAL ACCOUNTS
Common Stock Issued .
=Paid in Capital in Excess of Par Value
\Retained Earnings
!Proprietary Capital §so1a_pr¢ps ._ ..

\
I

TOTAL CAPITAL

TGTAL LIABILITIES AND CAPITAL

CURRENT LIABILITES

BALANCE SHEET (CONTINUED)

LIABILITIES

and Partnerships)

Months)

Credits

I- .  - .
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(

I s
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I
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\
I

nALAi§éi 'ATT BALANCE AT
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OF YEAR YEAR

8 5,183,008 $
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1.,9§4Q02s s

_4*j664,z<<1;»--
222,755
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I
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110332. I

(8599991)
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E
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i
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UTILITIES DIVISION

ANNUAL REPORT MAILING LABEL _. MAKE CHANGES AS NECESSARY
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COMPANY NAME
BELLA VISTA WATER co., INC.

Acct.
No.

ASSETS

BALANCE AT
BEGINNING GF

YEAR

BALANCE AT
END OF
YEAR

CURRENT AND ACCRUED ASSETS

131 Cash $ 99,034 s 82,476

134 Working Funds

135 4 cash InvestmentsTémpor

141 Customer Accounts Receivable 274,222 300,263

146 Notes/Receivables from Associated Companies

151 Plant Material and Supplies

162 antsPreps 37,042 27,772

174 Miscellaneous Current and Accrued Assets
TOTAL CURRENT AND ACCRUED ASSETS

s 410,297 s 410,511

FIXED ASSETS

101 Utile. Plant if Service s 21,971,846 s 22,467,362

103 P1'OD€ Held for Future Use

105 Construction Work in Progress 351,197 439,637

108 Accumulated Depreciation - Utility Plant 9,960,835 10,686,406

121 Non-Utili Prove

122 Accumulated Depreciation - Non Utility
TOTAL FIXED ASSETS $ 12,362,208 $ 12,220,594

TOTAL ASSETS s 12,772,505 S 12,631,104

BALANCE SHEET

NOTE: The Assetson this page should be equal to Total Liabilities and Capital on the. following page.
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COMPANY NAME
BELLA VISTA WATERCO., INC.

I

I
I

I

I

I

I
I
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\

I

I

...-. otes ayab1e(C1l1'rent.Portion)_ _ _ _...
Notes/Accounts Payable to Assoc ates Cumpam

\
'.
I

Acct. E

.No.

3i
I
I

!
I
i

l
l
I

;.
I

3
I

231 Accounts Payable
232

235 Customer Deposits
236 *Accrued Taxes
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COMPANY NAME
BELLA VISTA WATER co., INC.

Acct.
No.

ASSETS

BALANCE AT
BEGINNING OF

YEAR

BALANCE AT
END OF
YEAR

CURRENT AND ACCRUED ASSETS
131 Cash $ 82,476 $ 77,418
134 Working Funds
135 Temporary Cashlnvestments
141 Customer Accounts Receivable 300,263 312,928
146 Notes/Receivables from Associated Companies
151 Plant Material and Supplies
162 Pfepa ants 27,772 28,613
174 Miscellaneous Current and Accrued Assets

TOTAL CURRENT AND ACCRUED ASSETS

$ 410,511 s 418,959

FIXED ASSETS
101 Utile Plant if Service $ 22,467,362 s 24,603,532

103 Prove Held for Future Use
105 Construction Work in Progress. 439,637 601,131

108 Accumulated Depreciation - Utility Plant 10,686,406 11,237,911
121 Non-Utility Property
122 Accumulated Depreciation - Non Utility

TOTAL FIXED ASSETS 12,220,594s s 13,966,752

TOTAL ASSETS s 12,631,104 s 14,385,711

BALANCE SHEET

NOTE; The Assets on this page should be equal to Total Liabilities and Capital on the following page.
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BALANCE AT
BEGINNING

OF YEAR

CURRENT LIABILTTES
$ 12,702Accounts Payable

Notes Payable (Current Portion) 104,163
.(304,624)Notes/Accolmts Payable to Associated Companies 301,032

Customer Deposits 176,735 183,579
Accrued Taxes 464,374

s

460,116
18,923
46,000

1,151,599

Accrued Interest 14,551
Miscellaneous Current and Accrued Liabilities 191,807
TOTAL CURRENT LIABILITIES $ 659,707

L0NG-TERMDEBT(0ver Eidonrhs)
Long-Term Notes and Bonds $ 1,982,159 $ 1,424,266

7,199,993
101,160
503,945
254,360

7,55&538"

$ 10,126,703

DEFERRED CREDITS
Unamortized Premium on Debt
Advances in Aid of Construction
Accumulated Deferred Investment Tax Credits
Contributionsin Aid of Construction

6,180,906
122,872
503,945

Less: Amortization of Contributions 233,688
AccumUlated Deferred Income Tax
TOTAL DEFERRED CREDITS $ 6,574,035

TOTAL LIABILITIES 8 9,215,902

CAPITAL RCQUNTS
Common Stock Issued $ 1,520,080

377,948188 api in Excess of Par Value
Retained Earnings 1,517,175

241

224

251
252
255
271
272
281

Edi
211_
215

Proprietary Capital (Sole Props and Partnerships)
TOTAL CAPITAI I $ 3,415,233

TOTAL LIABILITIES AND CAPITAL s 12,631,104

COMPANY NAME
BELLA VISTA WATER co., INC.

BALANCE SHEET (CONTINUED)

Acct.
No.

LIABILITIES

BALANCE AT
END OF
YEAR

30;4'i6 ..
111>632

231
232

234
235

236
237

1,520,080
37;348

2,360,981
218

£23§,069

14,385,711
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those circumstances, the procedures to allocate the remaining amount to items other than
continuing operations are as follows:

a.

b.
C.

d.

Determine the effect on income tax expense or benefit for the year of the total net loss for all
net loss items
Apportion the tax benefit determined in (a) ratably to each net loss item
Determine the amount that remains, that is, the difference between (l) the amount to be
allocated to all items other than continuing operations and (2) the amount allocated to all net
loss items
Apportion the tax expense determined in (c) ratably to each net gain item.

Refer to paragraphs 273-276 for additional guidance.

Certain Quasi Reorganizations

39. The tax benefits of deductible temporary differences and carryforwads as of the date of a
quasi reorganization as defined and contemplated in ARB No. 43, Chapter 7, "Capital
Accounts," ordinarily are reported as a direct addition to contributed capital if the tax benefits
are recognized in subsequent years. The only exception is for enterprises that have previously
both adopted Statement 96 and effected a quasi reorganization that involves only the elimination
of a deficit in retained earnings by a concurrent reduction in contributed capital prior to adopting
this Statement. For those enterprises, subsequent recognition of the tax benefit of prior
deductible temporary differences and carryforwards is included in income and reported as
required by paragraph 37 (without regard to the referenced exceptions) and then reclassified
from retained earnings to contributed capital. Those enterprises should disclose (a) the date of
the quasi reorganization, (b) the manner of reporting the tax benefits and that it differs from
present accounting requirements for other enterprises and (c) the effect of those tax benefits on
income from continuing operations, income before extraordinary items, and on net income (and
on related per share amounts).

Separate Financial Statements of a Subsidiary

40. The consolidated amount of current and deferred tax expense for a group that tiles a

consolidated tax return shall be allocated among the members of the group when those members
issue separate financial statements. This Statement does not require a single allocation method.
The method adopted, however, shall be systematic, rational, and consistent with the broad
principles established by this Statement. A method that allocates current and deferred taxes to
members of the group by applying this Statement to each member as if it were a separate

taxpayer 10 meets those criteria. Examples of methods that are not consistent with the broad
principles established by this Statement include:

A method that allocates only current taxes payable to a member of the group that has taxable
temporary differences

EL
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A method that allocates deferred taxes to a member of the group using a method
ftmdamentally different Bom the asset and liability method described in this Statement (for
example, the Opinion ll deferred method)
A method that allocates no current or deferred tax expense to a member of the group that has
taxable income because the consolidated group has no current or deferred tax expense.

Certain disclosures are also required (paragraph 49).

Financial Statement Presentation

41. In a classified statement of financial position, an enterprise shall separate deferred tax
liabilities and assets into a current amount and a noncurrent amount. Deferred tax liabilities and
assets shall be classified as current or noncurrent based on the classification of the related asset
or liability for financial reporting. A deferred tax liability or asset that is not related to an asset
or liability for financial reporting (paragraph 15), including deferred tax assets related to
carryforwards, shall be classified according to the expected reversal date of the temporary
difference pursuant to FASB Statement No. 37, Balance Sheet Classy cation ofDeferrea' Income
Taxes. The valuation allowance for a particular tax jurisdiction shall be allocated between
current and noncurrent deferred tax assets for that tax jurisdiction on a pro rata basis.

42. For a particular tax-paying component of an enterprise and within a particular tax
jurisdiction, (a) all current deferred tax liabilities and assets shall be offset and presented as a
single amount and (b) all noncurrent deferred tax liabilities and assets shall be offset and
presented as a single amount. However, an enterprise shall not offset deferred tax liabilities and
assets attributable to different tax-paying components of the enterprise or to different tax
jurisdictions.

Financial Statement Disclosure

43. The components of the net deferred tax liability or asset recognized in an enterprise's
statement of financial position shall be disclosed as follows :

a.

b.

c.

The total of all defen°ed tax liabilities measured 'm procedure (b) of paragraph 17
The total of all deferred tax assets measured in procedures (c) and (d) of paragraph 17
The total valuation allowance recognized for deferred tax assets determined in procedure (e)
of paragraph 17.

The net change during the year in the total valuation allowance also shall be disclosed. A public
enterprise shall disclose the approximate tax effect of each type of temporary difference and
carryforward that gives rise to a significant portion of deferred tax liabilities and deferred tax
assets (before allocation of valuation allowances). A nonpublic enterprise shall disclose the
types of significant temporary differences and carryforwards but may omit disclosure of the tax
effects of each type. A public enterprise that is not subject to income taxes because its income is

b.

C.

Copyright © 1992, Financial Accounting Standards Board Not for redistribution
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taxed directly to its owners shall disclose that fact and the net difference between the tax bases
and the reported amounts of the enterprise's assets and liabilities.

44. The following information shall be disclosed whenever a deferred tax liability is not
recognized because of the exceptions to comprehensive recognition of deferred taxes for any of
the areas addressed by Opinion 23 (as amended by this Statement) or for deposits in statutory
reserve funds by U.S. steamship enteiprisesz

b.
c.

A description of the types of temporary differences for which a deferred tax liability has not
been recognized and the types of events that would cause those temporary differences to
become taxable
The cumulative amount of each type of temporary difference
The amount of the unrecognized deferred tax liability for temporary differences related to
investments in foreign subsidiaries and foreign corporate joint ventures that are essentially
permanent in duration if determination of that liability is practicable or a statement that
determination is not practicable
The amount of the deferred tax liability for temporary differences other than those in (c)
above (that is, undistributed domestic earnings, the bad-debt reserve for tax purposes of a
U.S. savings and loan association or other qualified thrift lender, the policyholders' surplus
of a life insurance enterprise, and the statutory reserve funds of a U.S. steamship enterprise)
that is not recognized in accordance with the provisions of paragraphs 31and 32.

45. The significant components of income tax expense attributable to continuing operations
for each year presented shall be disclosed in the financial statements or notes thereto. Those
components would include, for example:

a.
b.
c.
d.
e.
f.

Current tax expense or benefit
Deferred tax expense or benefit (exclusive of the effects of other components listed below)
Investment tax credits
Government grants (to the extent recognized as a reduction of income tax expense)
The benefits of operating loss carryforwards
Tax expense that results from allocating certain tax benefits either directly to contributed
capital or to reduce goodwill or other noncurrent intangible assets of an acquired entity
Adjustments of a deferred tax liability or asset for enacted changes in tax laws or rates or a
change in the tax status of the enterprise
Adjustments of the beginning-of-the-year balance of a valuation allowance because of a
change in circumstances that causes a change in judgment about the realizability of the
related deferred tax asset in future years.

46. The amount of income tax expense or benefit allocated to continuing operations and the
amounts separately allocated to other items (in accordance with the provisions of paragraphs
35-39) shall be disclosed for each year for which those items are presented.

a.

d.

h.

g.
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47. A public enterprise shall disclose a reconciliation using percentages or dollar amounts of
(a) the reported amount of income tax expense attributable to continuing operations for the year
to (b) the amount of income tax expense that would result from applying domestic federal
statutory tax rates to pretax income from continuing operations. The "statutory" tax rates shall
be the regular tax rates if there are alternative tax systems. The estimated amount and the nature
of each significant reconciling item shall be disclosed. A nonpublic enterprise shall disclose the
nature of significant reconciling items but may omit a numerical reconciliation. If not otherwise
evident from the disclosures required by this paragraph and paragraphs 43-46, all enterprises
shall disclose the nature and effect of any other significant matters affecting comparability of`
information for all periods presented.

48. An enterprise shall disclose (a) the amounts and expiration dates of operating loss and tax
credit carryforwards for tax purposes and (b) any portion of the valuation allowance for deferred
tax assets for which subsequently recognized tax benefits will be allocated to reduce goodwill or
other noncurrent intangible assets of an acquired entity or directly to contributed capital
(paragraphs 30 and 36).

49. An entity that is a member of a group that ilea a consolidated tax return shall disclose in
its separately issued financial statements:

The aggregate amount of current and deferred tax expense for each statement of earnings
presented and die amount of any tax-related balances due to or from affiliates as of the date
of each statement of financial position presented
The principal provisions of the method by which the consolidated amount of current and
deferred tax expense is allocated to members of the group and the nature and effect of any
changes in that method (and in determining related balances to or from affiliates) during the
years for which the disclosures in (a) above are presented.

Effective Date and Transition

50. This Statement shall be effective for fiscal years beginning after December 15, 1992.
Earlier application is encouraged. Financial statements for any number of consecutive fiscal
years before the effective date may be restated to conform to the provisions of this Statement.
Initial application of this Statement shall be as of the beginning of an enterprise's fiscal year (that
is, if the Statement is adopted prior to the effective date and during an interim period other than
the first interim period, all prior interim periods of that fiscal year shall be restated). Application
of the requirements for recognition of a deferred tax liability or asset for a restated interim or
annual period shall be based on the facts and circumstances as they existed at that prior date and
without the benefit of hindsight.

5 l. The effect of initially applying this Statement shall be reported as the effect of a change in
accounting principle in a manner similar to the cumulative effect of a change in accounting
principle (APB Opinion No. 20, Accounting Changes, paragraph 20) except for initially

a.

b.
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I
I

Guidelines for Cost Allocations and Affiliate Transactions:

The following Guidelines for Cost Allocations and Affiliate Transactions (Guidelines) are intended
to provide guidance to jurisdictional regulatory authorities and regulated utilities and their affiliates
in the development of procedures and recording of transactions for services and products
between a regulated entity and affiliates. The prevailing premise of these Guidelines is that
allocation methods should not result in subsidization of non-regulated services or products by
regulated entities unless authorized by the jurisdictional regulatory authority. These Guidelines
are intended to be rules or regulations prescribing how cost allocations and affiliate
transactions are to be handled. They are intended to provide a framework for regulated entities
and regulatory authorities in the development of their own policies and procedures for cost
allocations and affiliated transactions, Variation in regulatory environment may justify different
cost allocation methods than those embodied in the Guidelines.

The Guidelines acknowledge and reference the use of several different practices and
methods. It is intended that there be latitude in the application of these guidelines, subject to
regulatory oversight. The implementation and compliance with these cost allocations and affiliate
transaction guidelines, by regulated utilities under the authority of jurisdictional regulatory
commissions, is subject to Federal and state law. Each state or Federal regulatory commission
may have unique situations and circumstances that govern affiliate transactions, cost allocations,
and/or service or product pricing standards. For example, The Public Utility Holding Company Act
of 1935 requires registered holding company systems to price "at cost" the sale of goods and
services and the undertaking of construction contracts between affiliate companies.

The Guidelines were developed by the NARUC Staff Subcommittee on Accounts in
compliance with the Resolution passed on March 3, 1998 entitled "Resolution Regarding Cost
Allocation for the Energy industry" which directed the Staff Subcommittee on Accounts together
with the Staff Subcommittees on Strategic issues and Gas to prepare for NARUC's consideration,
"Guidelines for Energy Cost Allocations." in addition, input was requested from other industry
parties. Various levels of input were obtained in the development of the Guidelines from the
Edison Electric institute, American Gas Association, Securities and Exchange Commission, the
Federal Energy Regulatory Commission, Rural Utilities Service and the National Rural Electric
Cooperatives Association as well as staff of various state public utility commissions.

In some instances, non~structural safeguards as contained in these guidelines may not be
sufficient to prevent market power problems in strategic markets such as the generation market.
Problems arise when a firm has the ability to raise prices above market for a sustained period
and/or impede output of a product or service. Such concerns have led some states to develop
codes of conduct to govern relationships behmeen the regulated utility and its non-regulated
affiliates. Consideration should be given to any "unique" advantages an incumbent utility would
have over competitors in an emerging market such as the retail energy market. A code of conduct
should be used in conjunction with guidelines on cost allocations and affiliate transactions.

I
A, DEFlNITlONS

1 . Affiliates - companies that are related to each other due to common ownership or control.

i

I

2. Attestation Enciaoement - one in which a certified public accountant who is in the practice of
public accounting is contracted to issue a written communication that expresses a conclusion
about the reliability of a written assertion that is the responsibility of another party.



*

3. Cost Allocation Manual (CAmi - an indexed compilation and documentation of a company's
cost allocation policies and related procedures.

4. Cost Allocations - the methods or ratios used to apportion costs. A cost allocator can be based
on the origin of costs, as in the case of cost drivers, cost-causative linkage of an indirect nature,
or one or more overall factors (also known as general allocators).

5. Common Costs .- costs associated with services or products that are of joint benefit between
regulated and non-regulated business units.

6. Cost Driver - a measurable event or quantity which influences the level of costs incurred and
which can be directly traced to the origin of tile costs themselves.

7. Direct Costs - costs which can be specifically identified with a particular service or product.

8. Fully Allocated costs - the sum of the direct costs plus an appropriate share of indirect costs.

9. Incremental pricing - pricing services or products on a basis of only the additional costs added
by their operations while one or more pre-existing services or products support the fixed costs.

10. Indirect Costs - costs that cannot be identified with a particular service or product. This
includes but not limited to overhead costs, administrative and general, and taxes.

11. Non-requlated - that which is not subject to regulation by regulatory authorities.

12. Prevailincl Market Pricing - a generally accepted market value that can be substantiated by
clearly comparable transactions, auction or appraisal.

13. Regulated - that which is subject to regulation by regulatory authorities.

14. Subsidization - the recovery of costs from one class of customers or business unit that are
attributable to another.

B. COST ALLOCATION PRINCIPLES

The following allocation principles should be used whenever products or services are
provided between a regulated utility and its non-regulated affiliate or division.

1. To the maximum extent practicable, in consideration of administrative costs, costs should be
collected and classified on a direct basis for each asset, service or product provided.

2. The genera! method for charging indirect costs should be on a fully allocated cost basis. Under
appropriate circumstances, regulatory authorities may consider incremental cost, prevailing
market pricing or other methods for allocating costs and pricing transactions among affiliates.

3. To the extent possible, all direct and allocated costs between regulated and non-regulated
services and products should be traceable on the books of the applicable regulated utility to the
applicable Uniform System of Accounts. Documentation should be made available to.the
appropriate regulatory authority upon request regarding transactions between the regulated utility
and its affiliates.

4. The allocation methods should apply to the regulated entity's affiliates in order to prevent



subsidization from, and ensure equitable cost sharing among the regulated entity and its affiliates,
and vice versa.

5. All costs should be ciassitied to services or products which, by their very nature, are either
regulated, non~regulated, or common to both.

6. The primary cost driver of common costs, or a relevant proxy in the absence of a primary cost
driver, should be identified and used to allocate the cost between regulated and non-regulated
services or products.

7. The indirect costs of each business unit, including the allocated costs of shared services,
should be spread to the services or products to which they relate using relevant cost allocators.

C. COST ALLOCATION MANUAL (NOT TARIFFED)

Each entity that provides both regulated and non-regulated services or products should
maintain a cost allocation manual (CAM) or its equivalent and notify the jurisdictional regulatory
authorities of the CAM's existence. The determination of what, if any, information should be held
confidential should be based on the statutes and rules of the regulatory agency that requires the
information. Any entity required to provide notification of a CAM(s) should make arrangements as
necessary and appropriate to ensure competitively sensitive information derived therefrom be
kept confidential by the regulator. At a minimum, the CAM should contain the following:

1. An organization chart of the holding company, depicting all affiliates, and regulated entities.

2. A description of all assets, services and products provided to and from the regulated entity and
each of its affiliates.

3. A description of all assets, services and products provided by the regulated entity to non-
afHliates.

4. A description of the cost allocators and methods used by the regulated entity and the cost
allocators and methods used by its affiliates related to the regulated services and products
provided to the regulated entity.

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)

The affiliate transactions pricing guidelines are based on two assumptions. First, affiliate
transactions raise the concern of self-dealing where market forces do not necessarily drive prices.
Second, utilities have a natural business incentive to shift costs from non-regulated competitive
operations to regulated monopoly operations since recovery is more certain with captive
ratepayers. Too much flexibility will lead to subsidization. However, if the affiliate transaction
pricing guidelines are too rigid, economic transactions may be discouraged.

The objective of the affiliate transactions' guidelines is to lessen the possibility of
subsidization in order to protect monopoly ratepayers and to help establish and preserve
competition in the electric generation and theelectric and gas supply markets. It provides ample
flexibility to accommodate exceptions where the outcome is in the best interest of the utility, its
ratepayers and competition. As with any transactions, the burden of proof for any exception from



the genera! rule rests with the proponent of the exception.

1. Generally, the price for services, products and the use of assets provided by a regulated entity
to its non-regulated affiliates should be at the higher of fully allocated costs or prevailing market
prices. Under appropriate circumstances, prices could be based on incremental cost, or other
pricing mechanisms as determined by the regulator.

2. Generally, the price for services, products and the use of assets provided by a non-regulated
affiliate to a regulated affiliate should be at the lower of fully allocated cost or prevailing market
prices. Under appropriate circumstances, prices could be based on incremental cost, or other
pricing mechanisms as determined by the regulator.

3. Generally, transfer of a capital asset from the utility to its non-regulated affiliate should be at
the greater of prevailing market price or net book value, except as otherwise required by law or
regulation. Generally, transfer of assets from an affiliate to the utility should be at the lower of
prevailing market price or net book value, except as otherwise required by law or regulation. To
determine prevailing market value, an appraisal should be required at certain value thresholds as
determined by regulators.

4. Entities should maintain all information underlying affiliate transactions with the affiliated utility
for a minimum of three years, or as required by law or regulation.

E. AUDIT REQUIREMENTS

1. An audit trail should exist with respect to all transactions between the regulated entity and its
affiliates that relate to regulated services and products. The regulator should have complete
access to all affiliate records necessary to ensure that cost allocations and affiliate transactions
are conducted in accordance with the guidelines. Regulators should have complete access to
affiliate records, consistent with state statutes, to ensure that the regulator has access to all
relevant information necessary to evaluate whether subsidization exists, The auditors, not the
audited utilities, should determine what information is relevant for a particular audit objective.
Limitations on access would compromise the audit process and impair audit independence.

2. Each regulated entity's cost allocation documentation should be made available to the
company's internal auditors for periodic review of the allocation policy and process and to any
jurisdictional regulatory authority when appropriate and upon request.

3. Any jurisdictional regulatory authority may request an independent attestation engagement of
the CAM, The cost of any independent attestation engagement associated with the CAM, should
be shared between regulated and non-regulated operations consistent with the allocation of
similar common costs.

4. Any audit of the CAM should not otherwise limit or restrict the authority of state regulatory
authorities to have access to the books and records of and audit the operations of jurisdictional
utilities.

5. Any entity required to provide access to its books and records should make arrangements as
necessary and appropriate to ensure that competitively sensitive information derived therefrom be
kept confidential by the regulator.

F. REPORTING REQUiREMENTS

1 . The regulated entity should report annually the dollar amount of non-tariffed transactions



associated with the provision of each service or product and the use or sale of each asset for the
following:

a. Those provided to each non-regulated affiliate.

b. Those received from each non-regu1ated affiliate.

c. Those provided to non-affiliated entities.

2. Any additional information needed to assure compliance with these Guidelines, such as cost of
service data necessary to evaluate subsidization issues, should be provided.

O
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Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 INTRODUCTION

2

3

4

5

Please state your name, position, employer and address.

My name is Rodney L. Moore. I am a Public Utilities Analyst V with the

Residential Utility Consumer Office ("RUCO"), located at 1110 West

Washington Street, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

Please state your educational background and qualifications in the utility

regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated.

12

13

14

15

16

17

18

19

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's revenue requirement

recommendations regarding Bella Vista Water Company's ("BVWC" or

"Company") application for an increase in its water rates. The test year

uti l ized by the Company in connection with the preparation of this

application is the 12-month period that ended March 31, 2009 ("Test

Year").

20

21

22

23

A.

A.

A.

Q.

Q.

Q.
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Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 BACKGROUND

2

3 I

4

5

6

7

8

Please describe your work effort on this project.

obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to the rate

base, operating income and revenue requirements. My recommendations

are based on these analyses. Procedures performed include the in-house

formulation and analysis of three sets of data requests, and the review

and analysis of Company responses to Commission Staff data requests.

9

10

11

12

13

14

Does RUCO support the Company's request to consolidate operations

and the transfer of utility assets of Bella Vista Water Company, Inc.,

Northern Sunrise Water Company, Inc ("NSWC"). and Southern Sunrise

Water Company, Inc. ("SSWC") into Bella Vista Water Company, inc.?

RUCO will address its position on rate consolidation in its testimony that is

15 due April 23, 2010.

16

17

to

19

20

21

Are you providing testimony for each of the three Liberty Water systems

(BV\NC, NSWC and SSWC) on a stand-alone basis?

No. in this round of testimony, I am providing testimony on a consolidated

basis. As explained in the direct testimony of RUCO Director Jodi Jericho,

RUCO will present schedules on a stand-alone basis when RUCO's direct

22

23

testimony on rate design is filed on April 23, 2010. At that time, I will

provide my recommendations on a stand-alone basis.

A.

A.

Q.

A.

Q.

Q.

3



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09_0414 et al.

1 What areas will you address in your testimony?

2 I wi l l  address issues, on a consolidated basis, related to revenue

3 requirement, rate base, operating income and rate design. RUCO's

4

5

witness Timothy J. Coley wil l  provide an analysis of the rate base

adjustment associated with the accumulated deferred income taxes as

6

7

8

9

10

11

presented on Schedule RLM-5 and the operating income adjustment

associated with the central office cost allocation expenses as presented

on Schedule RLM-t1. RUCO's witness William A. Rigsby will provide an

analysis of the cost of capital as presented on Schedule RLM-14. On April

23, 2010, Mr. Rigsby will provide a cost of capital analysis for each system

in support of stand-alone rates.

12

13

14

15

16

Please identify the exhibits you are sponsoring.

I am sponsoring a separate set of Schedules numbered RLM-1 through

RLM-14. My rate design testimony and Schedules numbered RLM-RD1

and RLM-RD2 will be filed on April 23, 2010.

17

18

19

20

21

22

23

A.

A.

Q.

Q.

4



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 SUMMARY OF ADJUSTMENTS

2 Please summarize the adjustments to rate base, operating income and

3

4

revenue requirement addressed in your testimony.

My testimony addresses the following issues:

5 Rate Base

6 Post Test Year Gross Plant-In-Sewice and Accumulated Depreciation

7

8

This adjustment reflects changes in recorded plant costs from budget to

the actual amounts.

9 Customer Deposits - This adjustment reflects updated information to

10 decrease meter deposits.

11 Accumulated Deferred Income Taxes - RUCO witness Timothy Coley will

t2 sponsor this adjustment.

13 Operating Income

14 Test Year Depreciation ExDense This adjustment corrects a Company

15

16

17

calculation error by including all depreciation expenses in the summation.

Property Tax Expense - This adjustment reflects property tax expense

based on RUCO's calculation of adjusted and proposed operating

18 revenues.

19 Miscellaneous Operating Expenses These adjustments remove

20

21

unnecessary operating expenses not required for the provisioning of water

service and/or remove test year expenses deemed atypical and non-

22 recurring .

23

A.

Q.

5



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 Central Office Cost Allocations RUCO witness Timothy Coley will

2

3

4

sponsor this adjustment.

Rate Case Expense - This adjustment is based on RUCO's determination

of the fair and reasonable cost to Bella Vista ratepayers for this application

5

6

7

process.

Income Tax Expense - This adjustment reflects income tax expenses

calculated on RUCO's recommended revenues and expenses.

8

9 Rate Design and Proof of Recommended Revenue

10

11

12

13

14

On April 23, 2010, I will be filing separate direct testimony on my

recommended rate design that is generally consistent with the Company's

proposed consolidated rate design, but reflects RUCO's recommended

revenue requirement and provides proof that the design will produce the

appropriate revenue requirement.

15

16 REVENUE REQUIREMENTS

17

18

19

20

21

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement.

As outlined in Schedule RLM-1, RUCO is recommending that the

Company's revenue requirement not exceed the following levels:

BVWC RUCO DIFFERENCE

22 $5,672,485 $4,919,615 ($752,870)

23

A.

Q.

6

al



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 RUCO's recommended increase in Fair Value Rate Base ("FVRB") is

2 based on the Company's Original Cost Rate Base ("OCRB") and is

3 summarized on Schedule RLM-1 :

4 BV\NC RUCO DIFFERENCE

5 $8,628,612 $7,286,645 ($1 ,341 ,967)

6

7 RUCO's recommended required operating income is shown on Schedule

8 RLM-1 as:

9 BV\NC RUCO DIFFERENCE

10 $965,542 $613,796 ($351,746)

11

12 RUCO's recommended revenue requirement percentage increase versus

13

14

the Company's proposal is as follows:

BVlNC RUCO DIFFERENCE

15 36.29 % 18.20 % -18.09 %

16

17

18

Schedule RLM-1 presents the calculation of RUCO's recommended

revenue requirement.

19

20

21

22

23

7



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-04t4 et al.

1 RATE BASE

2

3

Rate Base Adjustment Summary

Is RUCO recommending any changes to the Company's proposed rate

4 base?

5 Yes. My adjustments to rate base are exhibited on Schedule RLM-3,

6 I

7

columns A through G. Based on my analysis made two adjustments to

the rate base as filed by the Company.

8

9 Does RUCO accept BV\NC's request to use the Company's OCRB as the

10 FVRB?

11

12

Yes. RUCO accepts the Company's request that the OCRB be used as

the fair value rate base ("FVRB").

13

14

15

Please describe your rate base adjustments.

My review, analysis and adjustments are explained below.

16

17

18

19

20

21

22

23

Rate Base Adjustment No. 1 - Post Test Year Gross Plant-In-Sewice and

Accumulated Depreciation

Please explain the basis for your adjustment to the post test year gross

plant-in-service and the accumulated depreciation.

My plant-in-service analysis from the prior rate case to the end of the Test

Year mirrored the Company's filing; however, the Company acknowledged

in its response to Staff data request MSJ 5-2 there were updated costs for

A.

A.

A.

A.

Q.

Q.

Q.

Q.

8



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 the plant additions and retirements to reflect actual costs incurred. RUCO

2 reviewed BV\NC's response and made the appropriate adjustments.

3

4

5

6

Please explain the total effect of your Adjustment No. 1 on the rate base.

As shown on Schedule RLM-3, column (B), and with support ng Schedule

RLM-5, these adjustments decrease gross utility plant in service by $1 ,940

7 and accumulated depreciation by $3,610 for a net reduction in the

8 adjusted test year rate base of $5,550.

9

10

11

12

13

14

15

Rate Base Adjustment No. 2 - Customer Deposits

Please explain the basis for your adjustment to the customer deposits.

The Company acknowledged in its response to RUCO data request 2.1

that the actual amount of the customer deposits was less than the amount

recorded in the application. RUCO reviewed BVlNC's response and made

the appropriate adjustments to reflect actual customer deposits.

16

17

18

As shown on Schedule RLM-3, column (C), this adjustment increased

adjusted test year rate base by $121 ,861 .

19

20

21

22

23

A.

A.

Q.

Q.

9



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 Rate Base Adjustment No. 3 - Accumulated Deferred Income Taxes

2 Please explain how this adjustment to accumulated deferred income taxes

3

4

5

was analyzed by RUCO.

This adjustment is sponsored by RUCO witness Timothy Coley, please

refer to his testimony for clarification.

6

7

8

9

Based on Mr. Coley's testimony and as shown on Schedule RLM-3,

column (D), and with supporting Schedule RLM-4 this adjustment

decreased adjusted test year rate base by $1 ,458,278.

10

11 OPERATING INCOME

12

13

Operating Income Ad[ustment Summand

Is RUCO recommending any changes to the Company's proposed

14

15

16

17

18

operating expenses?

Yes. Based on my analysis of the Company's adjustments to its historical

test year operating income, I have made six adjustments to the Company-

proposed level of operating income. The adjustments are exhibited on

Schedule RLM-7, columns A through H.

19

20

21

22

23

Operating Income Adjustment No. 1 - Test Year Depreciation Expense

Please explain your adjustment to the test year depreciation expense.

This adjustment reflects a Company acknowledged computation error,

which failed to include all depreciation expenses in BVWC's total.

A.

A.

A.

Q.

Q.

Q.

10



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 As shown on Schedule RLM-7, column (B), with supporting documentation

2 on Schedule RLM-8, this adjustment increased the adjusted test year

3 operating expenses by $32,214.

4

5

6

Operating Income Adjustment No. 2 - Property Tax Computation

Did RUCO use the same methodology used by BViNC to calculate

7

8

9

10

11

12

13

property tax expenses?

Yes. RUCO calculated property tax expense using two times the adjusted

revenues for the year ending March 31, 2009, and one year of revenues at

proposed rates. The assessed value (21 percent of full cash value) was

then multiplied by the property tax rate to determine adjusted property tax

expense. The difference between the Company and RUCO's property tax

expense is a result of RUCO's lower level of adjusted and proposed

14 operating revenues.

15

16 column (C),

17

As shown on Schedule RLM-7, with supporting

documentation on Schedule RLM-9 this adjustment decreased the

18 adjusted test year operating expenses by $9,408.

19

20 Operating Income Adiustment No. 3 - Miscellaneous Expense

21

22 A

23

Please explain your adjustment to the test year miscellaneous expenses.

After an analysis of the Company's response to Staff data request CSB 1-

32, I determined there were test year expenditures not required for the

A.

Q.

Q.

11



Direct Testimony of Rodney L. Moore
Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 provision of water service or  were abnormal and atypical for

2 considerations as a reasonable recurring test year expense. Therefore, I

3 disallowed their inclusion as acceptable test year operating expenses.

4

5

6

My adjustment removed unnecessary expenditures for charitable

donations and a Company Christmas party.

7

8

9

As shown on Schedule RLM-7, column (E), with supporting documentation

on Schedule RLM-10, this adjustment decreased test year expenses by

10 $2,500.

11

12

13

Operating Income Adjustment No. 4 - Central Office Cost Allocations

Please explain how this adjustment to the allocation of central office costs

14

15

16

was analyzed by RUCO.

This adjustment is sponsored by RUCO witness Timothy Coley, please

refer to his testimony for clarification.

17

18

19

20

Based on Mr. Coley's testimony and as shown on Schedule RLM-7,

column (F), this adjustment decreased adjusted test year rate base by

$144,927.

21

22

23

A.

Q.

12
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Bella Vista Water Company
Docket No. W-02453A-09~0414 et al.

1 Operating Income Adjustment No. 5 - Rate Case Expense

2 Please explain the adjustment to the rate case expense.

3 RUCO made a determination of the expense to ratepayers for costs

4 incurred by the Company for filing this rate case application.

5

6

7

8

What level of rate case expense had Bella Vista requested?

Bella Vista is requesting $400,000 in rate case expense normalized over

three years for a test year expense of $133,333.

9

10 Please explain the basis for determining the appropriate level of rate case

11

12

13

14

expense.

My adjustment consists of two elements. First, I analyzed the actual rate

case expenses incurred to the date of this filing. As of the end of February

2010, the Company has incurred $59,206.

15

16

17

18

19

Second, I analyzed a Company-provided estimate of similar remaining

costs to be expended for the duration of the Black Mountain Sewer

Company ("BMSC") proceeding. In the BMSC preceding the Company

estimated $130,000. Because this matter will be heard in Tucson, I have

20

21

added an additional $10,000 as a per diem allowance to reflect costs

associated with conducting the Hearing out of town.

22

23

A.

A.

A.

Q.

Q.

Q.

13
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 Based on this analysis, what level of rate case expense are you

2 recommending as the financial burden on the ratepayers?

3 As shown on Schedule RLM-7, column (F) and supporting Schedule RLM-

4 12, I recommended total rate case expenses of $200,000 normalized over

5

6

three years. This adjustment decreased the adjusted test year expenses

by $66,667.

7

8

9

Operating Income Adjustment No. 6 - Income Taxes

Please explain RUCO's adjustment toBVWC's income tax expenses.

10 This adjustment reflects income tax expenses calculated on RUCO's

11 recommended revenues and expenses.

12

13

14

Does RUCO's recommended level of income tax expense reflect an

interest deduction using a synchronized interest calculation?

15 Yes.

16

17

18

As shown on Schedules RLM-7, column (K) and supporting Schedule

RLM-13, this adjustment increased the adjusted test year expenses by

19 $80,763.

20

21

22

23

A.

A.

Q.

A.

Q.

Q.

14
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.

1 COST OF CAPITAL

2

3

4

Has RUCO conducted a cost of capital analysis for BV\NC'?

Yes. RUCO witness William A. Rigsby has filed testimony on the cost of

capital issues associated with the case. His recommended capital

5 structure and weighted average cost of capital is exhibited on Schedule

6 RLM-14.

7

8 Does this conclude your direct testimony?

9 Yes, it does.

*s

A.

A.

Q.

Q.

15
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APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE: Public Utilities Analyst v
Residential Utility Consumer Office
Phoenix, Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

Auditor
Arizona Corporation Commission
Phoenix, Arizona 85007
October 1999 - May 2001

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. I am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

utility Company Docket No.

Rio Verde Utilities, Inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01 -0283

W-02025A-01-0559Green Valley Water Company

New River Utility Company W-01737A-01-0662



utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G-01551A-02-0-25Southwest Gas Company

Arizona-American Water Company W-01303A-02-0867 et al.

WS-02676A-03-0434

T-01051B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A-05-0801

SW-0251 QA-06-0015Gold Canyon Sewer Company

Arizona-American Water Company WS-01303A-06-0403

G-04204A-06-0463 et al.

E-04204A-06-0783

UNS Gas, Inc.

UNS Electric, Inc.

Tucson Electric Power Company E-01933A-07-0402

Southwest Gas Company G-01551A-07-0504

W-01445A-08-0440Arizona Water Company

Arizona-American Water Company W-01303A-08-0227 et al.

WS-02987A-08_0180

SW-02361A-08_0609

Johnson Utilities, LLC

Black Mountain Sewer Corporation

Arizona-American Water Company W-01303A-09-0343 et al.

Global Water Company SW-20445A-09_0077 et al.
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

TABLE OF CONTENTS TO RLM SCHEDULES

SCH.
no.

PAGE
no. TITLE

RLM-1

RLM-2

RLM-3

RLM-4

TESTIMONY

RLM-5

RLM-6

RLM-7

RLM-8

RLM-9

RLM-10

RLM-11

RLM-12

RLM-13

RLM-14

1 & 2

1

1

1

1

1

1

1

1

1

1

1

1

1

REVENUE REQUIREMENT

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 . POST TEST YEAR PLANT AND ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 - CUSTOMER DEPOSITS

RATE BASE ADJUSTMENT no. 3 . ACCUMULATED DEFERRED INCOME TAXES

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 - TEST YEAR DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 2 . PROPERTY TAX COMPUTATION

OPERATING INCOME ADJUSTMENT no. 3 - MISCELLANEOUS EXPENSES

OPERATING INCOME ADJUSTMENT no. 4 - CENTRAL OFFICE COST ALLOCATION

OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSES

OPERATING INCOME ADJUSTMENT no. 6 . INCOME TAX EXPENSE

COST OF CAPITAL



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-1
Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Fair Value Rate Base s 8,628,612 $ 7,286,645

2 $ 38,170 $ 148,596

3 0.44% 2.04%

4 $ 965,542 $ 513,796

5

Adjusted Operating Income (Loss)

Current Rate Of Return (L2/ L1)

Required Operating Income (L5 X LI)

Required Rate Of Return On Fair Value Rate Base 11.19% 8.42%

6 $ 927,371 $ 465,101

7 1.6286 1 .6286

8

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (RLM-1, Pg 2)

Increase In Gross Revenue Requirement (L7 X Le) l$ 1,510,349 I 757,479 I

g Adjusted Test Year Revenue 4,162,136 4,162,136

10

$

$ 5,672,485 $ 4,919,615

11 36.29% 18.20%

12

Proposed Annual Revenue (LB + LE)

Required Percentage Increase In Revenue (L8 / LE)

Rate Of Return On CommonEquity 12.50% 9.00%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-2, RLM-6, And RLM-14
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-1
Page 2 of 2

REVENUE REQUIREMENT . CONT'D
GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 + L2)

1.0000
(0.3860)
0.6140

4 Revenue Conversion Factor (L1 /La)

5
6
7
8
9
10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (Le + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31.6309%
38.59B9%

11
12
13

$ 613,796
148,696

Required Operating Income (Sch. RLM-1, Col. (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Col. (B), L2)
Required Increase In Operating Income (L11 - L12) $ 465,101

14
15
16

Income Taxes On Recommended Revenue (Col. (D), L31) 325,355
Income Taxes On Test Year Revenue (Col. (D), L32) 32,976
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

17 Total Required Increase In Revenue (L13 + L16)

$

$

292,378

757,479

$

RUCO
Recommended
$ 4,919,615

(3,980,464)
(96,239)
842,912
6.9680%

$ 58,734

18
19
20
21
22
23
24
25
26
27
28
29
30
31

$
$

784,178
7,500
6,250
a,500

91,650
152,720

CALCULATION OF INCOME TAX:
Revenue (Sch. RLM-1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L28 - L27)
Synchronized interest (Cot. (C), L37)

Arizona Taxable Income (L18 + L19 + L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 x L22)
Fed. Taxable Income (L21 . L23)
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax (L23 + L30)

$
$

266,620
325,355

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L24)
RUCO Adjustment (L31 . L32) (See RLM-6, Col. (D). L24)

$
$

32,976
292,378

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION:
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch. RLM-14, Col. (F), LI)
Synchronized Interest (L35 X L36)

$

$

7,286,645
1.32%

96,239



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-2
Page 1 of 1

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

(B)

LINE
no.

1
DESCRIPTION

Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
$ 28,165,701

RUCO
ADJUSTMENTS

$ (1,940)

(C)
RUCO

AS ADJUSTED
OCRB/FVRB

$ 28,163,761

2
3

Accumulated Depreciation
Net Utility Plant In Service (LI + L2)

(12,057,912)
16,107,789

(3,610)
(5,550)

(12,061,522)
16,102,239

4 Advances In Aid Of Const. (6,781 ,443) (6,781,443)

5
6
7

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (L5 + LE)

$

$

$

$

(542,445)
230,987
(311 ,458)

$

$

$

$

$

$

$

$

(542,445)
230,987
(311 ,458)

8
g

Customer Meter Deposits
Customer Hydrant Meter Deposits

$
$

(559,605) $
5

134,361
(12,500)

$
$

(425,244)
(12,500)

10 Deferred Income Taxes & Credits 173,329 (1,458,278) (1 ,284,949)

11 Unamortized Finance Charges

12 Deferred Regulatory Assets

13 Allowance For Working Capital

$

$

$

$

$

$

s

$

$

$

$

$

14 TOTAL RATE BASE (Sum L's 3, 4, 7, 8 Thru 12) $ 8,628,612 $ (1,341,967) $ 7,286,645

References:
Column (A): Company Schedule B-2, Page 1 And Workpapers Schedule E-1
Column (B): RLM-3, Columns (B) Thru (G)
Column (C): Column (A) + Column (B)
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-4
Page 1 of 1

(E)

LINE
no .

ACCT.
no. ACCOUNT NAME

POST TEST YEAR PLANT SCHEDULE
YEAR ENDED JUNE 30, 2008

(A) (B) (C)
RUCO RUCO POST TY ADJM'TS

T/Y PLANT PLANT PLANT
AS ADJUSTED ADDITIONS RETIRMENTS

(D)
TOTAL
PLANT
VALUE

Acc.
DEP.

(F)
NET

PLANT
VALUE

$ s $ $ $ $
961

688,011
1,929,428

51 ,378

961
688,011

1 ,929,428
51,378

(401,914)
(2,059)

961
688,011

1,527,514
49,319

1,300,212 1,300,212 (532,200) 768,011

3,798
1 ,293

2,777,250
109,639

3,798
1,293

2,777,250
109,639

(104)
(75)

(2,527,613)
(50,073)

3,694
1 ,218

249,638
59,566

2,709,163 2,709,163 (822,901) 1,886,263

12,722,170
1,500,252
1,517,711

970,159

104,507 (8,390) 12,818,287
1,500,252
1,517,711

970,159

(4,104,951 )
(837,916)

(1,492,936)
(284,597)

8,713,336
662,336
24,774

685,562

114,540
202,929
161,264
295,224

114,540
202,929
161,264
295,224

(8,753)
(170,545)
(117,801)
(291,918)

105,786
32,385
43,463
3,305

301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330.1
330.2
331
333
334
335
336
339
340
340.1
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment

124,953 124,953 (124,689) 264

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

31 ,548
444,928
110,348
300,001

484

31,548
444,928
110,348
300,001

484

(5,882)
(127,515)
(104,580)
(52,500)

25,666
317,413

5,768
247,501

484

35

Other Tangible Plant
Rounding
0

TOTAL WASTEWATER PLANT $ 28,067,644 $ 104,507 s (8,390) $ 28,163,761 $ (12,061,522) $ 16,102,239

36
37

Company As Filed
Difference

$ (12,057,912)
$ (3,610)

38 RUCO Adjustment (Line 37) (See RLM-3, Column (B))

28,165,701
(1,940)

(1,940) $ (3,610)

References:
Column (A):
Columns (B
Column (D):
Column (E):
Column (F):

RUCO Workpapers RLM-4-A(1 )
) (C): Testimony, RLM

Sum Of Columns (A), (B), & (C)
Sum Of WP RLM-4-A(1), Column (B) And RLM-4, Column (C)
Column (D) + Column (E)



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-5
Page 1 of 1

ACCUMULATED DEFERRED INCOME TAXES

(A) (B)

LINE
no. DESCRIPTION REFERENCE AMOUNT

Deferred Income Taxes:

1 $ 23,032,000

2

3

Algonquin Accumulated Deferred Income Tax Assets

Algonquin Accumulated Deferred Income Tax Liabilities

Net Accumulated Deferred Income Tax Assets (Liabilities)

2008 Algonquin Annual Report

2008 Algonquin Annual Report

Line 1 + Line 2 $

4 Bella Vista Allocation

(106,983,000)

(83,951 ,O00)

1.5438%

5 Bella Vista ADIT Liabilities Allocation

Note (A)

Line 3 X Line 4 s

6 Convert to US Dollars

(1 ,296,004)

0.9915

7 Bella Vista Allocated ADIT Liabilities Balance

Note (B)

Line 5 X Line 6 $

8 Test Year Deferred Income Taxes & Credits As Filed

9 Decrease In Deferred Income Taxes & Credits

Company Schedule C-1

Line 7 - Line 8 $

10 RUCO Adjustment (See RLM-3, Column (D), Line 11) Line 9 $

(1 ,28» ,949)

173,329

(1 ,458,278)

(1 ,458,278)

11
12

NOTES:

(A) Purchase Price of BVWC, NSWC and SSWC
Algonquin Total Assets

Annual Report
Annual Report

$
$

15,100,000
978,130,000

13 Ratio Of BVWC, NSWC & SSWCTo Algonquin Total P Line 11 / Line 12 1.5438%

14 (B) Currency Conversion moneycentral.com on 04/1/2010 0.9915

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annua\ Report



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-6
Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO

PRQWD
CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4

DESCRIPTION
Revenues:

Flat Rate Revenues
Misc. Service Revenues
Other WW Revenues
TOTAL OPERATING REVENUE

$ 4,023,022 $ $ 4,023,022 s 757,479 $ 4,780,501

$
139,114

4,162,136 $ $
139,114

4,162,135 $ 757,479 $
139,114

4,919,615

$ s s $ $
708

609,481
708

609,481
708

609,481

(144,927)

(66,667)
(2,500)

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Operating Expenses:
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Services- Legal
Outside Services- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

5,709
49,998
4,696

41,937
1 ,599,375

28,184
6,205

60,500
125,122
59,410
7,290

10,628
133,333
92,502
18,178

1 ,122,442 32,214

5,709
49,998
4,696

41 ,937
1 ,454,447

28,184
6,205

60,600
125,122
59,410
7,290

10,628
66,667
90,002
18,178

1 ,154,656

5,709
49,998
4,696

41,937
1 ,454,447

28,184
6,205

60,600
125,122
59,410
7,290

10,628
66,667
90,002
18,178

1 ,154,556

195,954
(47,787)

(9,408)
80,763

186,546
32,976

186,546
325,355

28 TOTAL OPERATING EXPENSES s 4,123,965 $ (110,525) $ 4,013,440 s

292,378

292,378 $ 4,305,818

29 OPERATING INCOME (LOSS) s 38,170 $ 148,696 $ 613,796

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
RLM-7, Columns (B) Thru (H)
Column (A) + Column (B)
Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-1, Column (B), Line 8
Column (C) + Column (D)

Line 6
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-8
Page 1 of 1

LINE
NO.

ACCT.
no.

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1
TEST YEAR DEPRECIATION EXPENSE

(A)
TOTAL
PLANT
VALUEACCOUNT NAME

(B)
APPROVED

DEPRECIATION
RATE

(C)
TEST YEAR

DEPRECIATION
EXPENSE

$ $
961

688,011
1,929,428

51,378
64,250
1,284

1,300,212 43,297

3,798
1,293

2,777,250
109,639

76
65

347,156
3.651

2,709,163 60,143

12,818,287
1,500,252
1,517,711

970,159

256,366
49,958

126,425
19,403

114,540
202,929
161,264
295,224

7,640
13,535
32,253
59,045

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

124,953

0.00%
0.00%
0.00%
3.83%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%
12.50%
3.33%
3.33%
20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%
20.00%
20.00%
4.00%
5.00%
10.00%
5.00%
10.00%
10.00%
10.00%

6.248

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Rounding

31,548
444,928
110,348
300,001

485

1 ,577
44,493
11 ,035
30,000

10

35 TOTAL WASTEWATER PLANT $ 28,163,762 $ 1,177,911

36
Less:
Amortizations of CIAC (RLM-2, Col. (c). Line 5) $ (542,445) 4.2869%

37 TOTAL DEPRECIATION EXPENSE (Line 35 + Line 36) $

(23,254)

1,154,656

38

39

1,122,442

32,214

40

Test Year Depreciation Expense As Filed (Co. Sch. C-1)

Increase In Depreciation Expense (Line 37 - Line 37)

RUCO Adjustment (Line 39) (See RLM-7, Column (B), Line 25)

$

$ 32,214

References: Column (A): RLM-4, Column (E)
Column (B): Company Schedule "C-2p1Depr"
Column (C): Column (A) X Column (B)



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-9
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
PROPERTY TAX COMPUTATION

(A) (B)
LINE
no. DESCRIPTION REFERENCE AMOUNT TOTAL

Calculation of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues InYear Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (c), Ln 4
Sch. RLM-6, Col (c), Ln 4
Sch. RLM-6, Col <E). Ln 4

Sum Of Lines 1, 2 & 3
Line4 / 3

$

4,162,136
4,162,136
4,919,615

13,243,886
4,414,629

6 Two Times Three Year Average Operating Revenues Line 5 X 2 $ 8,829,257

7
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP

Co. Sch. E-1
Line 7 X 10%

$ 526,003
$ 52,600

SUBTRACTs

g
10
11

RLM-4, Col. (E). Ln 26
RLM-4, Col. (F). Ln 26

Line 9 + Line 10

$ 295,224
(291 ,918)

Transportation At Book Value:
Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Book Value Of Transportation Equipment $ (3,305)

12 Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 & 11 $ 8,878,553

Calculation Of The Company's Tax Liability:

13
14

MULTIPLYI
FCV X Valuation Assessment Ratio X Property Tax Rates:
Assessment Ratio

Assessed Value
House Bill 2779

Line 12 X Line 13 $

21 .0%
1,864,496

15
16
17

Property Tax Rates:
Primary Tax Rate - 2009 Tax Notice
Secondary Tax Rate - 2009 Tax Notice

Estimated Tax Rate Liability

Co. Sch. C-2, Pg 3
Co. Sch. C-2, Pg 3
Line 15 + Line 16

9.8984%
0.0000%

9.90%

18
19
20

Company's Tax Liability - Based On Full Cash Value
Company's Tax on Parcels
Company's Total Tax Liability

Line 14 X Line 17
Co. Sch. C~2, Pg 3
Line 18 + Line 19

$
$
$

184,554
1,991

186,546

21
22

Test Year Adjusted Property Tax Expense As Filing
Increase In Property Tax Expense

Co. Sch. C-1, Line 25
Line 20 - Line 21 $

195,954
(9,408)

23 RUCO Adjustment (See RLM-7, Column (C), Line 27) Line 22 $ (9,408)



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-10
Page 1 of 1

EXPLANATION oF OPERATING INCOME ADJUSTMENT no. 3
DISALLOWANCE OF MISCELLANEOUS EXPENSES

LINE
no . DESCRIPTION REFERENCE

(A)

TOTAL

Co. Response To Staff D. R. CSB 1-32
1

2

3

Disallowed Miscellaneous Expenses
Bella Vista Water Company Christmas Party
Special Olympics Pledge
Muscular Distrophy Association Donation

$ (2,000)
(250)
(250)

4 RUCO Adjustment To Unnecessary/non-Recurring Expenses Sum Of Lines 1 Thru 17 $ (2,500)

5 RUCO Adjustment (See RLM-7, Column (D)) Line 18 $ (2,500)
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Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-12
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

LINE
no . DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 400,000 $ (200,000) $ 200,000

2 Normalization Period - 3 Years 3

3 66,667

4

5

6

RUCO Adjusted Rate Case Expense For Instant Case (Line 1 / 3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 3 - 4)

RUCO Adjustment (Line 5) (See RLM-7, Column (F))

$

$

$

$

133,333

(66,667)

(66,667)

RUCO CALCULATED RATE CASE EXPENSES REFERENCE AMOUNT

Invoices Per Fennemore Craig
7

ACTUALS
Total Costs Through February 2010 $ 59,206

Based On Estimate From Black Mountain Sewer Co.
8
9
10

ESTIMATES
Remaining Costs For Company Witness Tom Borassa:
Rebuttal, Surrebuttal, Rejoinder And Trial Process,
Final Schedules, Assistance With Briefing, Evaluation Of ROO, Open Meeting Prep 25,000

11 Expedited Hearing Transcript 5,000

12
13
14
15
16
17
18
19

Fennemore Craig Estimated Remaining Costs
Rebuttal, Surrebuttal, Rejoinder And Trial Process,
Briefing
Reviewing ROO; Exceptions Open Meeting Prep
Post Decision Compliance And Filings
Per Diam Expenses
Rounding
RUCO ESTIMATED RATE CASE EXPENSES $

45,000
30,000
10,000
15,000
10,000

794
200,000



Bella Vista Water Company
Docket No. W-02453A-09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-13
Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
INCOME TAX EXPENSE

(A) (B)
LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Sch. RLM-6, Column (C), L29 + L27 s 181,672

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable income

Line 11
Note (A) Line 20

Sum Of Lines 1 Thru 3 $

(5,953)
(96,239)
79,480

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

34.00%
27,023

STATE INCOME TAXES:

7 Line 1 $ 181,672

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Sum Of Lines 7 & 8 s

(96,239)
85,433

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ 5,953

TOTAL INCOME TAX EXPENSE:
Line 6

Line 11
Line12 + Line 13

$12
13
14
15
16

$

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO
Total Income Tax Expense Per Company (Per Company Sch. C-1)

Total Income Tax Adjustment Line 14 - Line 15 $

27,023
5,953

32,978
(47,787)
80,763

17 RUCO Adjustment (See Sch. RLM-7, Column (K), L278) Line15 $ 80,763

18
19
20

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. RLM-2, Col, (E), L15)
Weighted Cost of Debt (Sch. RLM-14, Col. (F), LI)
Interest Expense (L17 X L18)

$

$

7,286,645
1.32%

96,239



Bella Vista Water Company
Docket No. W-02453A.09-0414 et al.
Test Year Ended March 31, 2009

Schedule RLM-14
Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (E)

LINE
no. DESCRIPTION

DOLLAR
AMOUNT

RUCO
ADJTM'T

RUCO
ADJUSTED

CAPITAL
RATIO COST

(F)
WEIGHTED

COST
RATE

1 Long-Term Debt $ 21.08% 6.27% 1.32%

2

3

78.92%

100.00%

9.00% 7.10%Common Equity

Total Capitalization

$ 1,697,323

6,354,582

$ 8,051,905 $

$ 1,697,323

6,354,582

$ 8,051,905

4 COST OF CAPITAL

(D)

8.42%

References:
Columns (A) Thru (F): See Testimony Of RUCO Witness William Rigsby
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Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. l am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

to

14

15

16

17

18

19

20

21

Please describe your qualifications in the field of utilities regulation and

your educational background.

I have been involved with utilities regulation in Arizona since 1994. During

that period of time I have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to my direct testimony on operating income further describes

my educational background and also includes a list of the rate cases and

regulatory matters that I have been involved with.

22

23

A.

A.

Q.

Q.

1



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09~0411 et al.

1

2

3

4

5 Water")1;

6 and Southern Sunrise

7 Water Company, Inc. ("SSWC")3.

8

9

10

11

12

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of the applications for permanent changes in rates

filed by three water systems owned by Liberty Water Company ("Liberty

Bella Vista Water Company, Inc. ("BVWC" or the "Company"),

Northern Sunrise Water Company, Inc. ("nswc")2,

The three applications were filed with

the Arizona Corporation Commission (Acc or Commission) on August 31 ,

2009. On September 1, 2009, BVWC filed a motion to consolidate the

three applications into a joint application. On November 9, 2009, the

Administrative Law Judge ("ALJ") assigned to the case issued a

Procedural Order that consolidated the three applications into a joint

13

14

15

application ("Joint Application"). The Company has chosen the operating

period ended March 31, 2009 for the test year ("Test Year") in this

The not  to  per fo rm aCompany has also elected

16

17

proceeding.

reconstruction cost new less depreciation study and is proposing that its

original cost rate base be treated as its fair value rate base for ratemaking

18

19

purposes. Therefore there is no need to perform a separate analysis to

determine a fair value rate of return on a fair value rate base.

Based on documents provided to ACC Staff and RUCO during the recent Litchfield Park
Services Company proceeding (Staff data request JMM 7.3, dated October 23, 2009), Algonquin
Water Resources of America, Inc., the entity that held the BVWC, NSWC and SSWC systems at
the time of the August 31, 2009 filing, changed its name to Liberty Water Company on April 27,
2009.

1

2 W-20453A-09-0412

3 W-20454A-09-0413

A.

Q.

2



Direct Testimony of William A. Rigsby
Bella Vista Water Company, inc.
Docket No. W-02465A-09-0411 et al.

1

2

3

4

5

Are you providing cost of capital testimony for each of the three Liberty

Water systems on a stand alone basis?

No. in this round of testimony I am providing cost of capital testimony on

a consolidated basis. As explained in the direct testimony of RUCO

Director Jodi Jericho, RUCO will present schedules on a stand alone basis

6

7

8

when RUCO's direct testimony on rate design is filed on April 23, 2010. At

that time I will provide my capital structure recommendations for BVWC,

NSWC and SSWC on a stand alone basis.

9

10

11

12

13 In addition to BVWC, NSWC and SSWC,

14

15

16

Please describe Liberty Water.

Liberty Water is a wholly owned subsidiary of an enti ty known as

Algonquin Power 81 Utilities Corp., which is listed on the Toronto Stock

Exchange (ticker symbol AQN)4.

Liberty Water also owns and operates four other ACC regulated utilities:

Black Mountain Sewer Corporation, which provides wastewater service to

the Boulders Community in Carefree just north of Scottsdale, Gold

17

18

19

20

Canyon Sewer Company, which is located east of Apache Junction,

Litchfield Park Services Company, situated on the west side of the

Phoenix metropolitan area, and Rio Rico Utilities, Inc., located just north of

Nogales on the border between Arizona and Mexico.

21

Algonquin Power 8< Utilities Corp. was previously organized as a Canadian-based mutual fund
known as Algonquin Power Income Fund prior to a conversion that occurred during the last half of
2009. Algonquin Power Income Fund was also listed on the Toronto Stock Exchange (ticker
symbol APF.UN).

4

A.

Q.

A.

Q.

3



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1

2

3

Please explain your role in RUCO's analysis of the Joint Application.

l reviewed the Joint Application and performed a cost of capital analysis to

determine a fair rate of return on the Company's invested capital. In

4

5

6

7

addition to my recommended capital structure, my direct testimony will

present my recommended cost of common equity (the Company has no

preferred stock) and my recommended cost of long-term debt. The

recommendations contained in this testimony are based on information

8

9

obtained from Company responses to data requests, the Joint Application

and from market-based research that I conducted during my analysis.

10

11

12

13

Were you also responsible for conducting an analysis on the Company's

proposed revenue level and rate base?

No. The majority of those aspects of the case will be addressed in the

14 direct testimony of RUCO witness Rodney L. Moore. RUCO witness

15

16

Timothy J. Coley will provide testimony on the issues of accumulated

deferred income taxes and cost allocations.

17

18 Will RUCO be presenting direct testimony on the rate design issues I this

19 case?

20 Yes. Mr. Moore will provide direct testimony on RUCO's recommended

21 rate design, which is scheduled to be fi led on April 23, 2010. As

22

23

previously indicated, Ms. Jericho will address the policy issues related to

rate design.

A.

A.

Q.

Q.

A.

Q.

4



Direct Testimony of Wiliiam A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1

2

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case based on

3 the Company-proposed consolidation.

4

5

6

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

7

8 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into six sections. First, the

introduction I have just presented and second, a summary of my testimony

that I am about to give. Third, I will present the findings of my cost of

equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the Acc has given the most weight to in

setting allowed rates of return for utilities that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

current economic climate within which the Company is operating. Fourth,

I will discuss my recommended capital structure, my recommended cost of

long-term debt and my recommended weighted average cost of capital.

Sixth, I wil l  comment on the Company's cost of capital testimony.

A.

A.

A.

Q.

Q.

Q.

5



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1 Schedules WAR-1 through WAR-9 will provide support for my cost of

2 capital analysis.

3

4 Please summarize the recommendations and adjustments that you will

5

6

address in your testimony.

Based on the results of my analysis, I am making the following

7 recommendations:

8

9

10

11

12

13

14

Cost of Equitv Capital - I am recommending a 9.00 percent cost of equity

capital. This 9.00 percent figure is based on the range of results that I

obtained in my cost of equity analysis, which employed both the DCF and

CAPM methodologies. My 9.00 percent cost of equity capital is 350 basis

points lower than the 12.50 percent cost of equity capital being proposed

by the Company.

15

16 CaDital Structure I am recommending that the Commission adopt the

17

18

Company-proposed capital structure, which is comprised of 21 .08 percent

long-term debt and 78.92 percent common equity.

19

20 Cost of Debt

21

I am recommending that the Commission adopt the

Company-proposed cost of debt of 6.27 percent, which is the average

22 weighted cost of debt of BVWC's various loans

23

A.

Q.

6



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1 Weighted Average Cost of Capital Based on the results of my

2

3

4

5

6

recommended capital structure, I am recommending an 8.42 percent cost

of capital for the Company, which is the weighted cost of my

recommended costs of long-term debt and common equity. My

recommended weighted average cost of capital is 277 basis points lower

than the 11.19 percent weighted average cost of capital being proposed

7 by the Company.

8

9 Q

10

11

12

13

14

15

16

17

18

19

Why do you believe that RUCO's recommended 8.42 percent weighted

average cost of capital is an appropriate rate of return for the Company to

earn on its invested capital?

The 8.42 percent weighted average cost of capital figure that I am

recommending meets the criteria established in the landmark Supreme

Court cases of Bluefield Water Works & Improvement Co. v. Public

Service Commission of West Virginia (262 U.S. 679, 1923) and Federal

Power Commission v. Hope Natural Gas Company (320 U.S. 391, 1944).

Simply stated, these two cases affirmed that a public utility that is

efficiently and economically managed is entitled to a return on investment

that instills confidence in its financial soundness, allows the utility to attract

20

21

22

23

capital, and also allows the utility to perform its duty to provide service to

ratepayers. The rate of return adopted for the utility should also be

comparable to a return that investors would expect to receive from

investments with similar risk.

A.

7



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et al.

1

2

3

4

5

6

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers.

7

8

9

10

11

12

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment.

13

14

15

16

That is to say that a utility, such as BVWC, is provided with the opportunity

to earn an appropriate rate of return if the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

17

18 COST OF EQUITY CAPITAL

19

20

21

22

23

What is your final recommended cost of equity capital for BVWC?

I am recommending a cost of equity of 9.00 percent. My recommended

9.00 percent cost of equity figure falls on the high side of the range of

results derived from my DCF and CAPM analyses, which utilized both a

sample of publicly traded water providers and a sample of publicly traded

A.

A.

Q.

Q.

8
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1

2

natural gas local distribution companies ("LDC"). The results of my DCF

and CAPM analyses are summarized on page 3 of my Schedule WAR-1 .

3

4 Discounted Cash Flow (DCF) Method

5

6

7

8

9

10

11

12

13

Please explain the DCF method that you used to estimate the Company's

cost of equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

14 flows back to their present value is often referred to as the investor's cost

15

16

17

18

19

20

21

22

23

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

A.

Q.

9
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1

2

3

4

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k
DI +

P0
g

5

where: k = the required return (cost of equity, equity capitalization rate),
6

DI
P0

the dividend yield of a given share of stock calculated
7

by dividing the expected dividend by the current market
8

price of the given share of stock, and
9

g = the expected rate of future dividend growth
10

11

12

This formula is the basis for the standard growth valuation model that I

used to determine the Company's cost of equity capital.

13

14

15

16

17

18

19

20

In determining the rate of future dividend growth for the Company, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

A.

Q.

10



Direct Testimony of William A. Rigsby
Bella Vista Water Company, Inc.
Docket No. W-02465A-09-0411 et at.

1 earnings, dividends, book value and share growth all increase at the same

2 constant rate of growth into infinity. Given these assumptions, if the

3 dividend payout ratio remains constant, so does the earnings retention

4 ratio (the percentage of earnings that are retained by the company as

5 opposed to being paid out in dividends). This being the case, a

6 company's dividend growth can be measured by multiplying its retention

7 ratio (1 - dividend payout ratio) by its book return on equity. This can be

8 stated as g = b x r.

9

10 Would you please provide an example that will illustrate the relationship

11 that earnings, the dividend payout ratio and book value have with dividend

12 growth?

13 RUCO consultant Stephen Hill illustrated this relationship in a Citizens

14 Utilities Company 1993 rate case by using a hypothetical utility.5

Table I

Year 1

$10,00

Year 2

$10.40

Year 3

$10_82

Year 4

$1 1 .25

Year 5

$11 .70

10%

$1 .082

10%

$1.170

15

16

17

18

19

20

21

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

10%

$1 .00

0.60

$0.60

10%

$1 .04

0.60 0.60

10%

$1.125

0.60

Growth

4.00%

N/A

4.00%

N/A

$0.624 $0.649 $0.675

0.60

$0.702 4.00%

22

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p. 25.

5

A.

Q.

11
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1

2

3

4

5

6

Table I of Mr. HilTs illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

7 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

8

9

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I

10 presents the results of this continuing scenario over the remaining five-

11

12

13

14

year period .

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

15

16

17

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

18 b x r, is also referred to as the

19

dividend growth rate, expressed as g

internal or sustainable growth rate.

20

21

22

23

12
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1 If earnings and dividends both grow at the same rate as book value,

2 shouldn't that rate be the sole factor in determining the DCF growth rate?

3 No. Possible changes in the expected rate of return on either common

4 equity or the dividend payout ratio make earnings and dividend growth by

5 themselves unreliable. This can be seen in the continuation of Mr. Hill's

6 illustration on a hypothetical utility.

7

8

9

10

11

12

13

Book Value

Equity Return

Earnings/Sh

Payout Ratio

DividendlSh

Year 1

$10.00

10%

$1 .00

0.60

$0.00

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table ll

Year 3

$10_82

15%

$1 .623

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032

Year 5

$12.158

15%

$1 .824

0.60

$1 .094

Growth

5.00%

10.67%

16.20%

N/A

16.20%

14

15 In the example displayed in Table ll, a sustainable growth rate of four

16 percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

17 Year 4 and Year 5, however, the sustainable growth rate increases to six

18 percent.7 If the hypothetical utility in Mr. Hill's illustration were expected to

19 earn a fifteen-percent return on common equity on a continuing basis,

20 then a six percent long-term rate of growth would be reasonable.

21 However, the compound growth rate for earnings and dividends, displayed

22 in the last column, is 16.20 percent. If this rate was to be used in the

6
[ ( Year 2 Earnings/Sh Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 )

$1 .00] : [ $0.04 + $1 .00 ]

7 [( 1 -. Payout Ratio ) x Rate of Return ] : [( 1 - 0.60 )x 15.00% ] = 0.40 x 15.00%= 6.00%

Year 1 Earnings/Sh )
4.00%

A.

Q.
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1

2

3

4

5

6

7

DCF model, the utility's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) - 1].

This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. Hill's hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. while it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

8 percent on occasion, it would be unrealistic to expect the practice to

9 continue over a sustained long-term period of time.

10

11

12

13

Other than the retention of internally generated funds, as illustrated in Mr.

Hill's hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

14 company?

15

16

17

18

19

Yes, a company can raise new equity capital externally. The best

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas.

20

21

22

23

A.

Q.

14
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1 How does external equity financing influence the growth expectations held

2

3

4

5

6

7 base).

8

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base, an investor would take into

9 consideration the effect that a change in book value would have on the

10

11

12

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (i.e. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

13

14

15

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

16

17

18

19

20

21

Please provide an example of how external financing affects a utility's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

22 previously, the utility's book value per share will increase in value. This

23 would increase both the earnings base of the utility and the earnings

A.

Q.

A.

Q.

15
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1

2

3

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors

4

5

6

7

8

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

base or investor expectations.

9

10

11

Please explain how the external component of the DCF growth rate is

determined.

12

13

14

In his book, The Cost of Capital to a Public Utility,8 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

15 external financing components. The mathematical expression for Dr.

16 Gordon's growth rate is as follows:

17

18

19 where:

20

g

b

g = ( br ) + ( SV )

DCF expected growth rate,

the earnings retention ratio,

21 r the return on common equity,

22 S the fraction of new common stock sold that

8 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp, 30-33.

A.

Q.
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1

2 v

accrues to a current shareholder, and

funds raised from the sale of stock as a fraction

3

4 and v

5 where: BV

6 MP

of existing equity.

1-i(Bv>+(Mp)1

book value per share of common stock, and

the market price per share of common stock.

7

8

9

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?10

11

12

13

Yes. The external growth rate estimate (So) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(br) to arrive at a final sustainable growth rate estimate.

14

15

16

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

17

18

19

20

21

22

23

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, I used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

A.

A.

Q.

Q.

17
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1 Has the Commission ever adopted a cost of capital estimate that included

2 this assumption?

3 Yes. In a prior Southwest Gas Corporation rate cases, the Commission

4

5

6

7

adopted the recommendations of ACC Staff's cost of capital witness,

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill

used the same methods that I have used in arriving at the inputs for the

DCF model. His final recommendation for Southwest Gas Corporation

8

9

10

was largely based on the results of his DCF analysis, which incorporated

the same val id market-to-book ratio assumption that I have used

consistently in the DCF model as a cost of capital witness for RUCO.

11

12

13

14

15

16

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers.

17

18

19

20

21

22

Why did you use a proxy group methodology as opposed to a direct

analysis of the Company?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with BVWC, NSWC and SSWC. Consequently it was necessary

9 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

Q.

A.

Q.
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1

2

to create a proxy by analyzing publicly traded water companies and LDC's

with similar risk characteristics.

3

4

5

6

7

Are there any other advantages to the use of a proxy?

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope

decision that a ut i l i ty is ent i t led to ham a rate of  return that is

commensurate with the returns on investments of other firms with

8

9

10

11

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

12

13 Q.

14

15

16 New York Stock Exchange ("NYSE").

17

18

19

20

21

What criteria did you use in selecting the companies that make up your

water company proxy for the Company?

The three water companies used in the proxy are publicly traded on the

All three water companies are

followed by The Value Line Investment Survev ("Value Line") and are the

same companies that comprise Value Line's large capitalization Water

Utility Industry segment of the U.S. economy (Attachment A contains

Value Line's January 22, 2010 update of the water utility industry and

evaluations of the water companies used in my proxy).

22

A.

A.

Q.

19
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1 Are these the same water utilities that you have used in prior rate case

2

3

4

5

6

proceedings?

Yes. However, in prior proceedings I have also included a fourth water

provider known as Southwest Water Company ("SWWC") which is traded

over the counter through the National Association of Securities Dealers

Automated Quotation System ("NASDAQ").

7

8

9

Why did you exclude SWWC from your sample in this proceeding?

On March 3, 2010 SWWC announced that it had entered into a definitive

10

11

12

13

14

15

merger agreement to be acquired for approximately $275 million in cash,

or $11.00 per share (almost 2.5 times SWWC's 2009 book value per

share), by institutional investors advised by J .P. Morgan Asset

Management and Water Asset Management L.L.C. As a result of this

situation, the Company's stock price is being driven by the offer price and

is no longer suitable for use in my sample.

16

17 Please describe the companies that comprise your water company proxy

18

19

20

21

22

group.

My water company proxy group includes American States Water Co.

(stock ticker symbol "AWR"), California Water Service Group ("CWT") and

Aqua America, Inc. ("WTR"). Each of these water companies face the

same types of risk that the Company faces. For the sake of brevity, l will

A.

A.

Q.

Q.

A.

Q.

20
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1 refer to each of these companies by their appropriate stock ticker symbols

2 henceforth.

3

4 Briefly describe the areas served by the companies in your water

5

6

7

8

company sample proxy.

In addition to providing water service to residents of Fountain Hills,

Arizona through its wholly owned subsidiary Chaparral City Water

Company, AWR also serves communities located in Los Angeles, Orange

9 and San Bernardino counties in California. CWT provides service to

10

11 Washington.

12

13

14

15

customers in seventy-five communities in California, New Mexico and

CWT's principal service areas are located in the San

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

and parts of Los Angeles. WTR is a holding company for a large number

of water and wastewater utilities operating in nine different states including

Pennsylvania, Ohio, New Jersey, Illinois, Maine, North Carolina, Texas,

16 Florida and Kentucky.

17

18 Are these the same water companies that were used in the Joint

19

20

21

Application?

The Company's cost of equity witness, Mr. Thomas J. Bourassa, used the

same water companies included in my proxy. Mr. Bourassa also used

A.

A.

Q.

Q.
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1 three other water companies in his cost of capital analysis1° which are

2 included in Value Line's Small and Mid Cap Edition.

3

4

5

6

7

8

9

10

11

Why did you exclude the water companies that are followed in Value

Line's Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information

(i.e. long-term estimates on return on common equity and share growth)

on small and mid-cap companies that it provides on the three water

companies that I used in my proxy. Consequently, as in the case of

Southwest Water Company, these water providers are not as suitable as

the ones that l have used in my analysis.

12

13

14

15

16

17

18

19

20

21

What criteria did you use in selecting the natural gas LDC's included in

your proxy for the Company?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's in my sample are tracked in Value Line's natural gas Utility industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

22 proxy group that I used for my cost of common equity analysis.

10 Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp.

A.

A.

Q.

Q.
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1

2

3

4

5 Nicor,

6

7

8

g

10

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("AGL"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that I analyzed in the most recent UNS Gas, Inc.

proceeding."

11

12

13

14

15

16

17

18

Briefly describe the regions of the U.S. sewed by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (i.e. NJI which serves portions of northern New

Jersey, SJl which serves southern New Jersey and WGL which serves the

Washington o_o. metro area), the Southeast and South Central portions

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the

19 Atlanta, Georgia area and PNY which serves customers in North Carolina,

20 South Carolina and Tennessee), the South, deep South and Midwest (Le.

21 ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

22 Colorado and Kansas, GAS which provides service to northern and

11 Docket No. G-04204A-06-0463

A.

Q.

A.

Q.
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1

2

3

western Illinois, and LG which serves the St. Louis area), and the Pacific

Northwest (i.e. NWN which serves Washington state and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

4

5 Did the Company's witness also perform a similar analysis using natural

6

7

gas LDC's?

No, he did not.

8

9

10

11

12

13

14

15

Please explain your DCF growth rate calculations for the sample

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the utilities included in the

sample for the historical observation period 2004 to 2008 for the water

utilities and 2005 to 2009 for the LDC's. Schedule WAR-5 also includes

16

17

18

19

Value Line's projected 2009, 2010 and 2012-14 values for the retention

ratio, equity return, book value per share growth rate, and number of

shares outstanding for the water utilities and the same data projections

over 2010, 2011 and 2013-15 for the LDC's.

20

21

22

23

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, I will use AWR as an example. The first

dividend growth component that I evaluated was the internal growth rate.

I used the "b x r" formula (described on pages 12 and 13) to multiply

AWR's earned return on common equity by its earnings retention ratio for

each year in the 2004 to 2008 observation period to derive the utility's

annual internal growth rates. I used the mean average of this five-year

period as a benchmark against which I compared the projected growth

rate trends provided by Value Line. Because an investor is more likely to

be influenced by recent growth trends, as opposed to historical averages,

the five-year mean noted earlier was used only as a benchmark figure. As

shown on Schedule WAR-5, Page 1, AWR's average internal growth rate

of 2.62 percent over the 2004 to 2008 time frame reflects an up and down

pattern of growth that ranged from a low of 1.01 percent in 2004 to a high

of 3.79 percent during 2007. Value Line is predicting that growth will

increase steadily from 3.05 percent in 2008, to 6.37 percent by the end of

the 2012-14 time frame. After weighing Value Line's projections on

earnings, I believe that a 6.25% rate of growth is reasonable for AWR

(Schedule WAR-4, Page 1 off).

21

22

23

A.

Q.
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1 Please continue with the external growth rate component portion of your

2

3

4

analysis.

Schedule WAR-5 demonstrates that the pattern of shares outstanding for

AWR increased from 16.75 million to 17.30 million from 2004 to 2008.

5

6

7

8

9

10

Value Line is predicting that this level will increase from 18.60 million in

2009 to 20.00 million by the end of 2014. Based on this data, l believe

that a 5.00 percent growth in shares is not unreasonable for AWR (Page 2

of Schedule WAR-4). My final dividend growth rate estimate for AWR is

7.99 percent (6.25 percent internal + 1.74 percent external) and is shown

on Page 1 of Schedule WAR-4.

11

12 What is your average DCF dividend growth rate estimate for your sample

of water utilities?13

14

15

My average DCF dividend growth rate estimate for my water company

sample is 6.67 percent as displayed on page 1 of Schedule WAR-4.

16

17

18

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's?

19 Yes.

20

21

22

23

A.

A.

Q.

Q.

A.

Q.
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1

2

What is your average DCF dividend growth rate estimate for the sample

natural gas utilities?

3

4

My average DCF dividend growth rate estimate is 5.64 percent, which is

also displayed on page 1 of Schedule WAR-4.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

How does your average dividend growth rate estimates on water

companies compare to the growth rate data published by Value Line and

other analysts?

Schedule WAR-6 compares my growth estimates with the five-year

projections of analysts at both Zacks Investment Research, Inc. ("Zacks")

(Attachment C) and Value Line. In the case of the water companies, my

6.67 percent estimate exceeds Zacks' average long-term EPS projection

of 6.23 percent and Value Line's growth projection of 5.58 percent (which

is an average of EPS, DPS and BVPS). My 6.67 percent estimate is 101

basis points higher than the 5.66 percent average of Value Line's

historical and projected data averaged with the consensus opinions

published by Zacks. My 6.67 percent growth estimate is also 111 basis

points higher than Value Line's 5.56 percent 5-year compound historical

average of EPS, DPS and BVPS. The estimates of analysts at Value Line

indicate that investors are expecting somewhat higher performance from

the water utility industry in the future given their 6.50 percent to 8.00

22 percent book return on common equity over the 2009 to 2014 period. On

A.

A.

Q.

Q.
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1

2

balance, I would say my 6.67 percent estimate is a good representation of

the growth projections that are available to the investing public.

3

4

5

6

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data published by Value Line and other

analysts?

7

8

9

10

11

12

13

14

15

16

17

18

In regard to the natural gas LDC's, my 5.64 percent estimate falls between

the average 5.98 percent long-term EPS consensus projections published

by Zacks, and the 4.34 percent Value Line projected estimate (which is an

average of Eds, DPS and BVPS). As can also be seen on Schedule

WAR-6, the 5.64 percent estimate that l have calculated is 44 basis points

lower than the 6.08 percent average of the 5-year historic Eps, DPS and

BVPS means of Value Line. In fact, my 6.45 percent estimate is 36 basis

points higher than the combined 5.28 percent Value Line and Zacks

averages displayed in Schedule WAR-6. In the case of the LDC's l would

say that my 5.64 percent estimate, which is lower than Zacks' estimates

but higher than Value Line's forecasts, is also a reasonable representation

of the growth projections presented by securities analysts at this point in

19 time.

20

21

22

23

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

appeared in Value Line's January 22, 2010 Ratings and Reports water

utility industry update and Value Line's March 12, 2010 Ratings and

Reports natural gas utility update. I then divided those figures by the

eight-week average closing price per share of the appropriate utility's

common stock. The eight-week average price is based on the daily

adjusted closing stock prices for each of the companies in my proxies for

the period February 1, 2010 to March 26, 2010.

8

9 Based on the results of your DCF analysis, what is your cost of equity

10 capital estimate for the water and natural gas utilities included in your

11

12

13

sample?

As shown on Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 9.93 percent for the water utilities and 9.90 percent for the

14 natural gas LDC's.

15

16 Capital Asset Pricing Model (CAPM) Method

17

18

19

20 1 2
l

21

Please explain the theory behind CAPM and why you decided to use it as

an equity capital valuation method in this proceeding.

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharpe the Tim ken Professor Emeritus of Finance at

Stanford University, who shared the 1990 Nobel Prize in Economics for

12 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp, 277-93.

A.

A.

Q.

Q.
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1 research that eventually resulted in the CAPM model. CAPM is used to

2 analyze the relationships between rates of return on various assets and

3 risk as measured by beta." In this regard, CAPM can help an investor to

4 determine how much risk is associated with a given investment so that he

5 or she can decide if that investment meets their individual preferences.

6 Finance theory has always held that as the risk associated with a given

7 investment increases, so should the expected rate of return on that

8 investment and vice versa. According to CAPM theory, risk can be

9 classified into two specific forms: nonsystematic or diversifiable risk, and

10 systematic or non-diversifiable risk. While nonsystematic risk can be

11 virtually eliminated through diversification (i.e. by including stocks of

12 various companies in various industries in a portfolio of securities),

13 systematic risk, on the other hand, cannot be eliminated by diversification.

14 Thus, systematic risk is the only risk of importance to investors. Simply

15 stated, the underlying theory behind CAPM states that the expected return

16 on a given investment is the sum of a risk-free rate of return plus a market

17 risk premium that is proportional to the systematic (non-diversifiable risk)

18 associated with that investment. In mathematical terms, the formula is as

19 follows:

20

13 Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.
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1

2 where: k

k=rf+[I3(rm-rf)]

the expected return of a given security,

3 ff risk-free rate of return ,

4 [3 beta coefficient, a statistical measurement of a

5

6 rm

7 rm'rf

security's systematic risk,

average market return (e.g. S8<P 500), and

market risk premium.

8

9

10

What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

11

12

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

13

14

15

16

17

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As citizens and investors, we would like to believe that U.S. Treasury

securities (which are backed by the full faith and credit of the United

18

19

20

21

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components,14 a real rate

14 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk

A.

A.

Q.

Q.
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1

2

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

3

4

5

6

7

8

9

10

11

12

13

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another way of looking at this is from an opportunity cost

standpoint. When an investor locks up funds in long-term T-Bonds,

compensation must be provided for future investment opportunities

foregone. This is often described as maturity or interest rate risk and it

can affect an investor adversely if market rates increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed earlier in the DCF portion of my

testimony, this compensation translates into higher rates of returns to the

14 investor.

15

16 What security did you use for a risk-free rate of return in your CAPM

17

18

19

analysis?

I used an eight-week average of the yield on a 5-year U.S. Treasury

instrument. The yields were published in Value Line's Selection and

20

21

Opinion publication dated January 5, 2010 through March 26, 2010

(Attachment D). This resulted in a risk-free (ff) rate of return of 2.36

22 percent.

premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-BiII rate from the yield on the security.

A.

Q.
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1

2

3

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

4

5

6

7

8

9

10

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally fife for rates every three

to five years, the yield on a 5-year U.S. Treasury Instrument closely

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect.

11

12

13

14

15

16

17

18

19

20

21

22

How did you calculate the market risk premium used in your CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical total

returns on the S&P 500 index from 1926 to 2008 as the proxy for the

market rate of return (rm). For the risk-free portion of the risk premium

component (rf), I used the geometric mean of the total returns of

intermediate-term government bonds for the same eighty-two year period.

The market risk premium (rm - rf) that results by using the geometric mean

of these inputs is 4.20 percent (9.60% - 5.40% = 4.20%). The market risk

premium that results by using the arithmetic mean calculation is 6.10

percent (11 .70% - 5.60% : I 6.10%).

23

A.

Q.

A.

Q.
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1

2

3

4

5

6

7

8

9

10 The beta

11

12

13

14

How did you select the beta coefficients that were used in your CAPM

analysis?

The beta coefficients (B), for the individual utilities used in both my

proxies, were calculated by Value Line and were current as of January 22,

2010 for the water companies and March 12, 2010 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for their long-term tendency to converge toward 1.00.

coefficients for the service providers included in my water company

sample ranged from 0.65 to 0.80 with an average beta of 0.73. The beta

coefficients for the LDC's included in my natural gas sample ranged from

0.60 to 0.75 with an average beta of 0.66.

15

16 Q.

17

18

19

20

21

22

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 5.44 percent for the water companies and 5.13

percent for the natural gas LDC's. My calculation using an arithmetic

mean results in an average expected return of 6.83 percent for the water

companies and 6.39 percent for the natural gas LDC's.

23

A.

A.

Q.
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1 Please summarize the results derived under each of the methodologies

2

3

4

presented in your testimony.

The following is a summary of the cost of equity capital derived under

each methodology used:

5

METHOD RESULTS6

7

8

g

10

11

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas)

9.93%

9.90%

5.44% - 6.83%

5.13% - 6.39%

12

13

14

Based on these results, my best estimate of an appropriate range for a

cost of common equity for the Company is 5.13 percent to 9.93 percent.

My final recommended cost of common equity figure is 9.00 percent.

15

16 Q How did you arrive at your final recommended 9.00 percent cost of

17

18

19

20 analyses.

21

22

23

common equity?

My recommended 9.00 percent cost of common equity falls on the high

side of the range of estimates obtained from my DCF and CAPM

My final estimate takes into consideration reports on the

improving state of the national economy which began in the later part of

2009, a rejuvenated stock market and reports in the financial press which

anticipate Federal Reserve actions to raise interest rates. l also weighed

A.

A.

Q.
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1 information on Arizona's current rate of unemployment in making my final

2 cost of equity estimate.

3

4 Q. Can you provide some examples of the reports that you noted above that

5 influenced your common equity estimate of 9.00 percent?

6 A. Yes. Value Line analysts cited the improving economic situation in the

7 Economic and Stock Market Commentary section of its Selection &

8 Opinion publication dated November 27, 2009:

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

The long recession has faded into history, brought to an end
in the third quarter when the nation's gross domestic product
increased by a solid 3.5% [later revised to 2.8%]. That notable
rebound followed four straight quarters of contracting economic
activity. The recession was the worst in decades. The third
quarter's surge in activ ity, which was underpinned to some
degree by federal programs to assist the troubled auto and
housing industries, may not continue to the same degree in the
current period. In fact, we expect GDP growth to ease to a level
closer to 2.0%-2.5% during the fourth quarter. We think that the
evolving expansion will then remain on a similarly subdued path
for much of 2010. Thereafter, an increasing level of aggregate
demand is l ikely to develop-with belated help from better
employment and housing trends-and push the economy onto a
materially faster track by 2011. The 3.0%, or better, pace of
economic growth that we see evolving by that time is likely to
then continue through the middle years of the coming decade.

27 Value Line's analysts had this to say about the state of the stock market:

28
29
30
31
32
33
34
35
36
37
38
39
40
41

Unlike the economy, which has proceeded on an irregular path
during the formative stages of its comeback, the stock market,
which lost more than half of its value from October, 2007 through
March, 2009, has come roaring back. At press time, the Dow
Jones Industrial Average was up about 60% from its bear market
lows of this past March. However, it was still some 25% below
the record highs set in late 2007. The market's revival, which
began as the worst fears on the credit and business fronts didn't
materialize, has been sustained with an assist from the Federal
Reserve, the government's stimulus efforts, and the
aforementioned revivals on the economic and profit fronts. Now,
with valuations having become a little stretched following eight
months of steady market increases, the bulls may have to deliver
even more good news to keep the rally going.
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1

2

3

4

5

6

In regard to possible Federal Reserve action on interest rates, Wall Street

Journal correspondent Jon Hilsenrath recently reported15 that "Federal

Reserve officials are thinking mostly these days about how to unwind the

unprecedented stimulus they've pumped into the economy" and that

eventually will mean raising interest rates. Mr. Hilsenrath quoted former

Fed governor Frederic Mish kin, a former Federal Reserve governor who

7

8

9

10

advocated moving rates down swiftly leading up to crises and who says

they might someday need to move up swiftly too, as saying "If you move in

a very gradual fashion back up when you need to, you'II get behind the

curve in terms of tightening fast enough." Based on the information

11

12

13

obtained from these sources, I began increasing my cost of equity

recommendations to reflect an improving economy, an improved stock

market and the increased possibility of higher interest rates in the coming

14 12 month period.

15

16 Have the trends in the national economy and the stock market continued

17 since the latter part of 2009?

18 Yes. As of March 26, 2010, Value Line's analysts are estimating that the

19

20

national economy, which grew by 5.9% during the fourth quarter of 2009,

will increase by 2.50 percent to 3.00 percent during the first quarter of

i t 2010. Value Line expects that increases in consumer spending and

Hilsenrath, Jon, "WSJ Fed's Path to Higher Interest Rates Begins to Take Shape" The Wall
Street Journal, November 2, 2009

15

A.

Q.
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1

2

3

4

business equipment will offset further weakness in homebuilding. For the

most part, stock market indices (e.g. the Dow Jones industrial Average

and the S&P 500 Index) have remained at levels at or above where they

were during November of 2009.

5

6 How is Arizona faring in terms of unemployment during this period of

7

8

economic recovery?

According to a U.S. Bureau of Labor Statistics news release on March, 26,

9

10

2010, unemployment in Arizona had increased from 8.30 percent in

February 2009 to 9.50 percent in February 2010.

11

12 Q.

13

14

15

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 12.50 percent cost of equity capital proposed by the Company is 350

basis points higher than the 9.00 percent cost of equity capital that I am

16 recommending.

17

18 Current Economic Environment

19 Q.

20

Please explain why it is necessary to consider the current economic

environment when performing a cost of equity capital analysis for a

21

22

regulated utility.

Consideration of the economic environment is necessary because trends

23 in interest rates, present and projected levels of inflation, and the overall

A.

A.

A.

Q.
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1 state of the U.S. economy determine the rates of return that investors earn

2 on their invested funds. Each of these factors represent potential risks

3 that must be weighed when estimating the cost of equity capital for a

4 regulated utility and are, most often, the same factors considered by

5 individuals who are also investing in non-regulated entities.

6

7 Please discuss your analysis of the current economic environment.

8 My analysis includes a brief review of the economic events that have

9 occurred since 1990. Schedule WAR-8 displays various economic

10 indicators and other data that I will refer to during this portion of my

11 testimony.

12 In 1991, as measured by the most recently revised annual change in

13 gross domestic product ("GDP"), the U.S. economy experienced a rate of

14 growth of negative 0.20 percent. This decline in GDP marked the

15 beginning of a mild recession that ended sometime before the end of the

16 first half of 1992. Reacting to this situation, the Federal Reserve Board

17 ("Federal Reserve" or "Fed"), then chaired by noted economist Alan

to Greenspan, lowered its benchmark federal funds rate'6 in an effort to

19 further loosen monetary constraints - an action that resulted in lower

20 interest rates.

16 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

A.

Q.
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1

2

3

4

5

6

7

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since

8 1972.

9

10

11

12

13

14

15

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

16 without incurring either a prolonged recession or runaway inflation.

17

18 Did the Federal Reserve achieve its goals during this period?

19 Yes. The Fed's strategy of decreasing interest rates to stimulate the

20

21

22

23

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

A.

Q.
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1

2

3

4

5

6

7

8

9

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all time highs from 1997 to

2000.

10

11 What has been the state of the economy since 2001?

12

13

14

15

16

17

18

19

20

21

22

23

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

A.

Q.
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1

2

3

2001. Prior to the 9/11 attacks, commentators, reporting in both the

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

4

5

6

7

hope of avoiding a recession.

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

8 have bottomed out during the last quarter of 2001 a lackluster economy

9

10

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25,

11 2003. The quarter point cut reduced the federal funds rate to 1.00

12

13

14

15

16

17

18

19

20

percent, the lowest level in forty-five years.

Even though some signs of economic strength, mainly attributed to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

"that with inflation 'quite low' and plenty of excess capacity in the

21

22

economy, policy-makers 'can be patient in removing its policy

accommodation.,17

17 Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004.
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

4

5

6

7

8

9

10

11

12

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke, the former chairman of the President's Council of Economic

13

14

15

16

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

17

18

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

19

20

21

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

22

A.

Q.
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1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3

4

5

As in the past, banks followed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

6

7

8

How did analysts view the Fed's actions between January 2001 and

August 2006?

9

10

11

12

13

14

15

16

17

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy.18 In other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures.19

18

19

20

18 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004.

19 In, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006.

A.

A.

Q.

Q.
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1

2

3

Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady?

Yes, however, as pointed out in an August 2006 article in The Wall Street

4 l ike the one that the Fed

5

6

Journal by E.S. Browning, soft landings

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happen2° . Since it began increasing

7 the federal funds rate in June 2004, the Fed had assured investors that it

8 would increase rates at a "measured" pace. Many analysts and

9

10

11

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders

12

13

14

15

16

17

18

19

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis21. According to Mr. Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold."

20

20 Browning, E.S, "Not Too Fast, Not Too Slow..
21, 2006.

The Wall Street Journal Online Edition, August

21 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

A.

Q.
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1

2

3

4

5

6

7

8

9

10

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Neil Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip.H22

11

12 What has been the state of the economy since 2007?

13

14

15

16

17

18

19

20

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

22 Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.

A.

Q.

A.

Q.
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1

2

3

4

5

6

7

8

9

unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crisis rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.24 By Friday, August 17, 2007, after a turbulent

10 week on Wall Street, the Fed made the decision to lower its discount rate

11

12

13

14

15

(i.e. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal, the Fed had used all of its tools to25

16

17

18

19

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon left was to cut the Federal Funds rate -

possibly before the next FOMC meeting scheduled on September 18,

2007.

20

23 up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

24 Ip, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

25 up, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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1 Did the Fed cut rates as a result of the subprime mortgage borrowing

2 crises?

3

4

5

6

7

8

9

10

11

12

Yes. At its regularly scheduled meeting on September 18, 2007, the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

13 29, 2008.

14

15 What actions has the Fed taken in regard to interest rates since the

16

17

18

beginning of 2008?

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

19

20

21

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members

A.

Q.

A.

Q.
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1

2

believed would moderate during the economic slowdown).26 As a result of

the Fed's actions, the federal funds rate was reduced to a level of 2.00

3

4

5

6

7

8

9

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions

10

11

12

included former Treasury Secretary Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's27. Amidst this

13

14

15

16

turmoil, the Fed made the decision to out the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the time of this

17

18

19

20

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. Over the

course of 2009, the FOMC elected not to make any changes in the federal

During this same period of time, the Federal Reservefunds rate.

26 Ip, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

27 Soioman, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Caims
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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1

2

3

4

5

6

purchased over $1 trillion in mortgage-backed securities and U.S.

Treasury instruments from banks in order to inject liquidity into the U.S.

financial system. In testimony offered to the House Financial Services

Committee on Wednesday, February 24, 2010, Chairman Bernanke stated

that the Fed would continue to keep rates low over the next several

months.28 The Fed chief further stated that the Federal Reserve is

7

8

actively looking at what tools to use once the economy will need higher

interest rates. Of particular concern at this point in time is how the fed will

9 drain the excess reserves that banks have accumulated, as a result of the

10

11

aforementioned purchases of mortgage-backed securities and U.S.

Treasuries, in order to avoid unwanted inflation.

12

13

14

Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

15

16

17

18

19

U.S. Treasury instruments are for the most part still at historically low

levels. As can be seen on the first page of Attachment D, the previously

mentioned federal discount rate (the rate charged to the Fed's member

banks), currently stands at 0.75 percent from 0.50 percent in 2009 (one of

the few rates that the fed has increased over the past year).

20

21

28 Di Leo, Luca and Tom Barkley, "Bernanke: Low Rates Still Needed" The Wall Street Journal,
February 24, 2010

A.

Q.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

What has been the trend in other leading interest rates over the last year?

As of March 17, 2010, leading interest rates that include the 3-month, 6-

month and 1-year treasury yields have dropped from their 2009 levels.

Longer term yields including the 5-year, 10-year, 30-year constant

maturity and 30-year Zero rates, have increased from levels that existed a

year ago (Attachment D, Value Line Selection 8¢ Opinion page 3065). The

prime rate has remained constant at 3.25 percent over the past year, as

has the benchmark federal funds rate discussed above. A previous trend,

described by former Chairman Greenspan as a "conundrum"29, in which

long-term rates fel l  as short-term rates increased, thus creating a

somewhat inverted yield curve that existed as late as June 2007, is

completely reversed and a more traditional yield curve (one where yields

increase as maturity dates lengthen) presently exists (Attachment D). The

5-year Treasury yield, used in my CAPM analysis, has increased 79 basis

points from 1.57 percent, in March 2009, to 2.36 percent as of March 17,

2010. As noted above, the 30-Year Treasury constant maturity rate

increased from 3.42 percent over the past year to 4.56 percent. Still these

current yields are considerably lower than corresponding yields that

existed during the early nineties and at the beginning of the current

20 decade (as can be seen on Schedule WAR-8).

21

22

29 Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

A.

Q.
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1 Q. What is the current outlook for the economy?

2 A. Value Line's analysts are forecasting for moderate growth over the

3 coming year. As I noted earlier in my testimony Value line's

4 analysts had this to say in the March 26, 2010 edition of Value

5 Line's Selection and Opinion publication:

6
7
8
9

10
11
12

Growth probably wil l  moderate signif icantly in the current
quarter, following a late 2009 surge. In all, we estimate that
the economy - which grew by 5.9% during the f inal three
months last year - will gain 2.5%-3.0% over the f irst three
months of 2010, with increases in consumer spending and
business equipment offsetting further weakness in homebuilding.

13 Value Line's analysts went on to explain

14
15
16
17
18
19
20
21
22
23
24
25
26

Meanwhile, the likely sequential deceleration in growth this
quarter requires an explanation. That is because much of the
5.9% gain in fourth-quarter (2009) gross domestic product
growth was inventory driven-as that period saw a sharp
lessening in inventory drawdowns. Further help on this front is
probable in 2010, as manufacturers add to their depleted
stockpiles (thus boosting production and GDP in the process),
albei t  at a slower rate. Meanwhile, consumers, although
constrained by tight credit conditions and wealth considerations
(reflecting lower home prices), may still boost spending modestly
in 2010. We also expect business investment to rise in 2010,
possibly helping GDP to gain close to 3% this year.

27 Value Line's analysts also stated

28
29
30
31
32
33
34
35

Some trouble spots remain. For openers, the housing market
is sti l l  under duress, with foreclosures and repossessions
unlikely to ease much anytime soon, while home prices may do
no better than tread water for some time. Homebuilding is also
near the recession lows. Then, there is the employment outlook.
Here, gains are likely this year, although, for now, non-farm
payrolls are still falling.

36 Value Line's analysts went on to say

37
38
39

We expect a moderate business recovery for the most part.
As noted, we think GDP will rise by close to 3% this year, with a
similar gain likely in 2011. A so called V-shaped recovery is

\
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1
2
3

unlikely, given tight credit, sluggish spending by consumers, and
weak housing demand.

4 How are water utilities faring in the current economic environment?

5 Although, as always, there are concerns regarding long-term infrastructure

6 requirements, water utilities are being viewed as they normally are during

7 better economic times according to Value Line analyst Andre J. Costanza.

8 In the January 22, 2010 quarterly update on the water utility industry Mr.

9 Costanza stated the following:

10
11
12
13
14
15
16
17
18
19
20
21
22
23

There has not been any major developments or changes to water utility
fundamentals of  late, suggesting that the weakness is largely a
byproduct of improving investor confidence and a brighter outlook for the
broader market. But that's not to say that there haven't been some
lingering issues at play too. Water infrastructures are aging and in many
cases require considerable maintenance and capital investment in order
to meet increasingly stringent requirements. The rising costs of doing
business are likely to offset most of the benefits stemming form more
favorable regulatory backing that has become apparent (see below),
limiting shareholder gains for both the near and long-term. It should be
noted that these stocks are typically bottom-dwellers in times of
prosperity and renewed conf idence, with their perceived safety
historically faring better in times of economic uncertainty.

24 After weighing the economic information that you've just discussed, do you

25 believe that the 9.00 percent cost of equity capital that you have estimated

26 is reasonable for the Company?

27 I believe that my recommended 9.00 percent cost of equity will provide the

28 Company with a reasonable rate of return on invested capital when

29 economic data on interest rates (that are low by historical standards), the

30 current situation in housing construction, and the Fed's ability to keep

31 inflation in check are all taken into consideration. As I noted earlier, the

32 Hope decision determined that a utility is entitled to earn a rate of return

A.

Q.

A.

Q.
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1 that is commensurate with the returns it would make on other investments

2

3

4

with comparable risk. I believe that my cost of equity analysis, which is on

the high side of the range of results I obtained from both the DCF and

CAPM models, has produced such a return.

5

6 CAPITAL STRUCTURE AND COST OF DEBT

7

8

9

Please describe the Company-proposed capital structure.

The Company-proposed capital structure is comprised of 78.92 percent

common equity and 21 .08 percent long-term debt.

10

11

12

How does the Company-proposed capital structure compare with the

capital structures of the water and gas uti l i ties that comprise your

13

14

15

16

17

18

19

20

21

22

23

samples?

The Company-proposed capital structure, comprised of 78.92 percent

equity capital is clearly heavier in equity than the capital structures of the

water and gas utilities in my samples and would be perceived by investors

as having lower risk overall. The lower level of debt in the Company's

capital structure would indicate lower financial risk and would justify a

downward adjustment to the cost of common equity derived from my

sample companies that had average capital structures of approximately

49.00 percent common equity and 51 percent debt in the case of water,

and approximately 54.00 percent equity and 46.00 percent debt in the

case of natural gas.

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

9

10

11

12

13

Why have you decided not to recommend a hypothetical capital structure

in this round of testimony given the fact that the Company-proposed

capital structure contains less debt than the utilities in your sample?

In recent years l have attempted, for the most part, to recommend

hypothetical capital structures for utilities that have extreme levels of debt

or equity in their capital structures. In the case of Liberty Water systems I

have recommended hypothetical capital structures in cases where

imprudent capital structures comprised of 100 percent equity were being

proposed. While a higher level of lower cost debt would be desirable in

this case, I believe that the fact that the Company-proposed consolidated

capital structure, which is comprised of 21.08 percent long-term debt,

eliminates the need for a hypothetical capital structure, My capital

structure recommendations may change in later testimony when the stand

14 alone systems are examined.

15

16

17

18

19

20

21

22

Did you make any direct downward adjustment to your recommended cost

of common equity that takes into consideration the higher level of equity

contained in the Company-proposed capital structure?

No. While a good argument could be made for such an adjustment, I

believe my recommended 9.00 percent cost of equity would cover any

investor concerns regarding unique business risk associated with the

consolidation of BVWC, NSWC and SSWC.

23

A.

A.

Q.

Q.
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1

2

3

What cost of long-term debt are you recommending?

I am recommending that the Commission adopt the Company-proposed

cost of debt of 6.27 percent, which is an average of the weighted costs of

4 BVWC's various loans agreements.

5

6

7

8

9

10

How does the Company's proposed weighted cost of capital compare with

your recommendation?

As explained earlier, the Company has proposed a weighted average cost

of capital of 11.19 percent which is 277 basis points higher than the 8.42

percent weighted cost that I am recommending.

11

to COMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL

13

14

15

16

17

18

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The Company's cost of capital witness, Mr. Bourassa, is recommending a

cost of common equity of 12.50 percent. His 12.50 percent cost of equity

capital is 350 basis points higher than the 9.00 percent cost of equity

capital that I have calculated.

19

20 What methods did Mr. Bourassa use to arrive at his proposed cost of

21

22

23

common equity for the Company?

Mr. Bourassa used both the DCF and CAPM methods. His DCF analysis

relies on the same constant growth version of the DCF model that I have

A.

A.

A.

Q.

Q.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

9

used with two different growth estimates: a past and future growth

estimate which produces an 11.2 percent indicated cost of equity, and a

future growth estimate which produces a 13.00 percent indicated cost of

equity. Mr. Bourassa's CAPM analysis also uses the same model that I

have used but he obtains two different results: one obtained by using an

historical risk premium and the other by using a current market risk

premium. His CAPM analysis produces results of 10.1 percent using an

historical risk premium and 21.0 percent using a current market risk

premium. His average CAPM result is 15.6 percent.

10

11 What are the main reasons for the difference in the results that you

12

13

14

15

16

17

18

19

obtained from your DCF analysis and the results that Mr. Bourassa

obtained from his DCF analysis using the constant growth model?

Mr. Bourassa conducted his analysis prior to August 31, 2009 and

consequently much of the data that he used in his analysis is now seven

months old. This can be seen in a price comparison of three of the water

company stocks that we both used in our samples: The difference

between the average adjusted closing stock prices used in my DCF model

and spot prices used by Mr. Bourassa in his DCF models are as follows:

20

21

22

23

A.

Q.
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1 Riqsby Bourassa Difference

2 AWR

3 CWT

4 WTR

$33.21

$36.51

$17.00

$33.95

$38.35

$17.47

- $0.74

_ $1.84

$0.47

5

6

7

8

9

10

What are the differences between your constant growth DCF results and

Mr. Bourassa's constant growth models?

As I stated earlier, Mr. Bourassa did not rely on a sample of natural gas

utilities so my comparison is limited to our respective water utility samples.

Much of the difference between our results is attributable to the utilities

11

12

13

that were included in our samples. Mr. Bourassa's sample included

utilities that I excluded because Value Line does not provide projections

on them which I use to develop my growth estimates for the "Q"

14

15

16

17

18

19

20

21

22

component of the DCF model. His average annual dividend yields of 3.63

percent to 3.69 percent are 37 to 43 basis points higher than my average

dividend yield of 3.26 percent. The current dividend yield of the three

utilities that our samples have in common (based on my 8-week average

adjusted closing prices listed above) would be 3.07 or 19 basis points

lower than my 3.26 percent relying on Mr. Bourassa's method for

calculating the current dividend yield. In regard to our growth (i.e. "g"

component of the DCF model) estimates, Mr. Bourassa's estimates of

7.61 percent to 9.26 percent are 94 to 259 basis points higher than my

23 average growth estimate of 6.67 percent. However, Mr. Bourassa

A.

Q.
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1 believes that historical DPS growth rates depress the growth estimates

2 used in the DCF model.

3

4

5

Do you agree with Mr. Bourassa's logic regarding historical DPS growth

rates in the estimation of a growth rate for the DCF model?

6

7

8

9

10

11

12

13

14

15

16

17

No, I do not. Mr. Bourassa states on page 30 of his direct testimony that

while his average DCF result relying on DPS historical growth of 6.90

percent is higher than the current yields of investment grade bonds, the

growth results of four of the utilities in his sample were lower than the

yields on investment grade bonds. A review of my Attachment D will show

that, as of March 17, 2009, Mr. Bourassa's 6.90 percent DCF result relying

on historical DPS growth is 150 to 56 basis points higher than the yields of

A-rated corporate bonds and Baa/BBB rated utility bonds which ranged

from 5.40 percent to 6.34 percent. Essentially Mr. Bourassa is making the

argument that only one element of growth, in this case DPS growth,

should be selectively ignored if it depresses an overall growth rate that

also includes EPS and BVPS.

18

19

20 No.

21

22

Do you agree with Mr. Bourassa?

I believe that all elements of growth should be considered in

calculating a growth component for the DCF. This is what l've done to

arrive at my DCF growth estimates.

23

A.

A.

Q.

Q.
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1 What are the main differences between your CAPM results and Mr.

2 Bourassa's CAPM results?

3 The differences between our CAPM results is attributable to his selection

4

5

6

of forecasted long-term U.S. Treasury instrument yields used as inputs for

the risk-free rate of return and the time period that has expired since Mr.

Bourassa filed his direct testimony. Mr. Bourassa's average beta of 0.82

7

8

9

10

has also fallen since his testimony was filed, and his current market risk

premium figure of 19.8 percent is simply not realistic when compared with

the market risk premiums, ranging from 4.20 percent to 6.10 percent, that l

obtained from Morningstar's 2009 SBBI Yearbook.

11

12

13

14

15

Please explain the differences in your risk free rates of return .

I relied on a 2.36 percent yield on a 5-year treasury rate whereas Mr.

Bourassa relied on a 4.80 percent average of forecasted 30-year Treasury

yields as opposed to my use of a 5-year Treasury yield.

16

17

18

19

20

21

22

Do you agree with Mr. Bourassa's reliance on forecasted yields of long-

term Treasury instruments?

No. I believe that a shorter term instrument is more appropriate when one

takes into account that utilities generally file for new rates every three to

five years. His 4.80 percent risk-free rate is based on analysts' estimates

forecasts for 2011 and 2012 and is 24 basis points higher than the current

A.

A.

Q.

Q.

A.

Q.
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1

2

yield on a 30-year Treasury bond which I believe is a better indicator of

future yields on that instrument.

3

4 What is the current average beta for the water utilities included in Mr.

5 Bourassa's sample?

6 The current average beta for the water utilities included in Mr. Bourassa's

7

8

9

10

sample is 0.79 as opposed to the 0.82 used in his CAPM analysis and the

0.73 used in my CAPM analysis using a sample of water utilities. Since

Mr. Bourassa's direct testimony was filed in August 2009, the betas for

California Water Service Group, Connecticut Water Service, Inc. and

11

12

Middlesex Water Company dropped from 0.80, 0.85 and 1.00 to 0.75, 0.80

and 0.95 respectively, indicating lower risk, in terms of beta, for these

13 companies.

14

15 What are the differences in the market risk premiums that you used in

16

17

18

19

20

21

22

23

your CAPM analyses?

As I explained earlier in my testimony, my market risk premiums are the

6.10 percent ari thmetic and 4.20 percent geometric means of the

differences between the return on the broader stock market and the yields

of intermediate term U.S. Treasury instruments over the 1926 - 2008 time

frame (obtained from Morningstar's 2009 SBBI Yearbook). Mr. Bourassa

relied on a 6.5 percent historical risk premium (which also relied on

Morningstar data) and a 19.8 percent current market risk premium, which

A.

A.

Q.

Q.
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1 was computed using the DCF model and data on 1,700 stocks followed by

2 Value Line.

3

4

5

6

7

8

9

10

11

12

13

14

Do you agree with Mr. Bourassa's 19.8 percent current market risk

premium?

No. Mr. Bourassa's 19.8 percent market risk premium is clearly excessive

and only represents a snapshot in time. He calculates it by using a DCF

model that relies on stock price appreciation for the growth component

(i.e. "g"). This results in a 24-month average expected return of 24.01

percent. His 19.8 percent risk premium is the difference between the

24.01 percent DCF result and the 4.26 percent 24-month average of the

yields on a 30-year Treasury instrument. Mr. Bourassa's current market

risk premium is not even realistic considering the historic market risk

premiums that take into consideration the full spectrum of economic

15 conditions that have occurred since 1926. His current market risk

16 premium also flies in the face of recent empirical research that pegs the

17 market risk premium at approximately 4.00 percent.

18

19 How did Mr. Bourassa arrive at his final 12.50 percent cost of common

20

21

22

23

equity for the Company?

Mr. Bourassa's proposed 12.50 percent cost of common equity represents

his own judgment and relies on the results of the midpoints of the ranges

of estimates he obtained from his DCF and CAPM models.

A.

A.

Q.

Q.
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1 Is there any merit in the rationale used by Mr. Bourassa in regard to the

2

3

4

5

6

7

8

size arguments stated in his direct testimony?

No. As I stated earlier in my testimony, Liberty Water, the entity that owns

BVWC, NSWC and SSWC, is a wholly owned subsidiary of Algonquin

Power Income Fund, a large publicly traded corporation that has direct

access to the capital markets. In addition to this, to the best of my

knowledge, the Commission has never granted a higher cost of common

equity based on company size.

9

10

11

12

Does your cost of capital recommendation take into consideration any

perceived business risks that the Company might face?

Yes. As I stated earlier in my testimony, I believe that the amount of

13

14

15

16

17

equity contained in my recommended capital structure, which is higher

than the percentage of equity contained in my utility samples, and the fact

that I have not made any downward adjustment to my recommended 9.00

percent cost of equity mitigates any perceived business risk that investors

might believe the Company faces.

18

19

20

21

22

Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Bourassa or any other witness for BVWC, NSWC or

SSWC constitute your acceptance of their positions on such issues,

matters or findings?

23 No, it does not.

A.

A.

Q.

Q.

A.

Q.
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1 Does this conclude your testimony on BVWC, NSWC and SSWC?

2 Yes, it does.A.

Q.
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Appendix 1

Qualifications of William A. Rigsby. CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination .

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor II and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceeding

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Com party U-1676-96-161 Rate Increase

Pineview Land 8=
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Com party - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Company .- Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth .
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase

2
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont)

Utility Company Docket No. Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Maraca Water Service, Inc. W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0_58 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, inc. T-01846B-99-0511 Sale of Assets

w-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company w-02113A-00-0233

W-01303A-00-0327Arizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227

Reorganization

Financing

Financing

T-03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461

Financing

WIFA Financing

WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166

Picacho Sewer Company SW-03709A-01-0165

W-03528A-01-0169

W-03861A-01-0167

Financing

Financing

Financing

Financing

W-02025A-01-0_59 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01 -0776 Rate Increase

Arizona Water Company W-01445A-02-0_19 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

utility Company Docket No. Type of Proceedinq

Arizona-American Water Company w-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0_50 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water 8= Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

Arizona-American Water Company W-01303A-06-0014 Rate Increase

G-04204A-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company WS-01303A-06-0491 Rate Increase

E-04204A-06-0783 Rate IncreaseUNS Electric, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

W-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona Public Service Company E-01345A-08-0172 Rate Increase

Johnson Utilities, LLC WS-02987A-08-0180 Rate Increase

Arizona-American Water Company W-01303A-08-0227 et al. Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

utility Company Docket No. Type of Proceedinq

G-04204A-08-0571 Rate Increase

W-01445A-08-0440

WS-03478A-08-0608

Rate Increase

Interim Rate Increase

UNS Gas, Inc.

Arizona Water Company

Far West Water 81 Sewer Com party

Black Mountain Sewer Corporation SW-02361A-08-0609 Rate Increase

SW-02445A-09-0077 et al.

SW-01428A-09-0104 et al.

Rate Increase

Rate Increase

E-04204A-09-0206 Rate Increase

Global Utilities

Litchfield Park Service Company

UNS Electric, Inc.

Rio Rico Utilities, inc.

Arizona-American Water Company

WS-02676A-08-09-0257

W-01303A-09-0343

Rate Increase

Rate Increase
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INDUSTRY TIMELINESS: 74 (of 98)

Composite Statistics: Water UtIlity Industry

2005 2006 2007 2008 2009 2010 12-14
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future.

The Water Utility Industry has not been the best
p lac e  to  r es ide  in  r ec en t  mon ths .  Indeed ,  the
stocks in the group have shown little, if any, share-
price appreciation since our October review. Some
have even experienced deter ioration, as the mar-
ket continued to reveal s igns of awaking from its
ear l ier  s lumber  and investor  sentiment swung to
more aggressive areas in an attempt to be at the
forefront of a potential economic revival.

There has not been any major developments or
changes  to  wa te r  u t i l i t y  fundamen ta ls  o f  l a te ,
suggesting that the weakness is largely a byprod-
u c t  o f  i m p r o v i n g  i n v e s t o r  c o n f i d e n c e  a n d  a
b r i g h te r  o u t l o o k  f o r  t h e  b r o a d e r  m a r k e t .  B u t
tha t ' s  no t  to  say  tha t  the re  haven ' t  been  some
lingering issues at play too. Water infrastructures
are aging and in many cases require considerable
maintenance and cap i ta l  investment in  order  to
meet increasingly str ingent requirements. The r is-
ing costs of doing business are likely to offset most
o f  the  bene f i ts  s temming  fo r m mor e  favo r ab le
regulatory backing that has become apparent (see
be low) ,  l imi t ing  shareho lder  ga ins  fo r  bo th  the
near and long-term. It should be noted that these
stocks  are typ ica l ly  bottom-dwel lers  in  t imes of
p r osper i ty  and  r enewed con f idence ,  w i th  the i r
perceived safety histor ically far ing better in times
of economic uncer ta inty

Pressures to Keep Up
B u t  n o t  e v e r y t h i n g  i s  a s  b r i g h t  a s  t h e  i m p r o v i n g

regu l a t o ry  env i ronm en t .  I n  o rde r  t o  m ee t  t he  dem ands
of  t he pub l i c ,  p rov iders  employ  m i l l i ons  o f  f eet  o f  p ipes
and a  p le t hora  o f  we l l s  t o  s ay  t he  l eas t .  Many  o f  t hes e
s y s t ems  were  bu i l t  dec ades  ago and ov er  t he  c ours e  o f
t ime hav e begun t o  dec ay  and requ i re  s i gn i f i c an t  ma in-
t enanc e or  ev en c omple t e  ov erhau l s .  Th i s  c oup led  wi t h
t he  grow i ng t h rea t  o f  b i o  t e r ro r i s m  w i l l  l i k e l y  c on t i nue
d r i v i n g m a i n t e n a n c e  a n d  i n f r a s t r u c t u r e  c o s t s  t h r o u gh
the roof  and forc ing most  in this  space to seek help on the
f inanc ing f ront  because of  inadequate cash levels .  Mean-
wh i l e ,  m any  s m a l l e r  opera t i ons ,  unab l e ' t o  s u rv i v e ,  a re
c los ing up  s hop,  p res ent i ng oppor t un i t i es  f o r  t he  l a rger
p l a y e r s  w i t h  t h e  f l e x i b i l i t y  t o  i n c r e a s e  t h e i r  c u s t o m e r
base at  re la t i ve ly  lower  s tar t -up cos t s .  Aqua A mer i c a i s
a  p r i m e  e x a m p l e  a n d  t h u s  s p o r t s  s o m e  o f  t h e  b e s t
l o n g- t e r m  gr o w t h  p r o s p e c t s .  M & A  a c t i v i t y  i s  l i k e l y  t o
remain hot ,  as the costs of  doing business are expected to
c l imb in t o  t he  hundreds  o f  m i l l i ons  by  t he  nex t  dec ade.

C on c l u s i on
A t  t h i s  j u n c t u r e ,  t h i s  i n d u s t r y  d o e s  n o t  c a t e r  t o  t h e

inv es tment  demands  o f  mos t .  J us t  about  ev ery  s t oc k  i n
the group lacks  apprec ia t ion potent ia l ,  whether  i t  be for
the coming s ix  to 12 months  or the 3- to 5-year pul l .  The
af orement ioned A q u a  A m e r i c a ,  a l o n g  w i t h  S o u t h W e s t
Water Com pany  and  A m er i c an Water Works ,  top our l is t
for  growth potent ia l ,  but  each pales  in comparison to the
a l t e rna t i v es  o f f e red  ou t s i de  t he  i ndus t ry .  A l t hough  t he
s teady  s t ream of  income of  some in  t h i s  group may  wel l
i n t r i gue  i nv es t ors  s eek ing t o t a l  re t u rn ,  t he  r i s k  p ro f i l es
of  each o f  t hese s tocks  are  h igher  t han one m ight  t h ink
bec aus e o f  a  dependenc y  on  M& A ls ,  f i nanc e  c onc erns ,
and a lack  of  t rack  record.  Meanwhi le,  those wi th a more
c o n s e r v a t i v e  b e n t  a n d  a n  a f f i n i t y  f o r  i n c o m e  c a n  d o
b e t t e r  b y  l o o k i n g e l s e w h e r e ,  s p e c i f i c a l l y  t h e  E l e c t r i c
Ut i l i t y  s egm ent .  A s  a l way s ,  we  adv i s e  po t en t i a l  i nv es -
t o rs  t o  t hum b t h rough  repo r t s  o f  eac h  i nd i v i dua l  s t oc k
be f o re  mak ing a  c ommi t ment .

Undeniable Demand
It's a fact of life, water is one of the biggest necessities

to human survival. And, although more than two thirds
of the world is made up of the liquid, providers are
needed to help safely and effectively deliver water to
hundreds of millions of Americans everyday.

Given the dependency on water, each state has a
regulatory body in place in order to oversee water
utilities and maintain a balance of power between them
and customers. However, many of these authorities,
responsible for reviewing and ruling on general rate
requests made by utilities to help recover costs, long
sided with the public, creating a lop-sided and difficult
backdrop for providers. That said, more recently most
have had a change of heart and have been handing down
more business friendly rulings on general rates in far
more timely fashion. The recent implementation of ac~
counting mechanisms originally outlined in the Water
Action Plan speaks volumes to such and should only help
to drive more predictable and improved results in the

Andre J, Costanza
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12.91

2.25

1.19

.as

12.17

2.20

1.28

.86

13.06

2.53

1.35

.87

13.78

2.54

1.34

.87

13.98

2.08

J e

.88
1.90

9.95

2.43

10.07

2.19

10.29

2.40

11.01

2.58

11.24

3.11

11.48

4.30

11.a2

3.03

12.14

3.18

13.22

2.68

14.05

3.76

13.97

11.71 11.11 11.77 13.33 13.44 13.44 13.44 15.12 15.12 15.18 15.21

13.4

.79

5.3%

12.8

.84

6.6%

11.6

.78

6.7%

12.6

.79

5.8%

14.5

.84

5.5%

15.5

.81

5.0%

11.1

.97

4.2%

15.8

1.03

4.2%

16.7

.86

3.9%

18.3

1.00

a.s%

31.9

1.82

3.5%

2004
13.61

2.23

1.05

.89

5.03

15.01

16.75

23.2

1.23

3.6%

22a.0

18.5

37.4%

47.7%

52.3%

4a0.4

664.2

5.2%

6.6%

6.6%

2005
14.06

2.64

1.32

.90

4.24

15.72

16.80

21.9

1.11

3.1%

236.2

22.5

47.0%

50.4%

49.6%

532.5

713.2

5.4%

8.5%

8.5%

2007
17.49

331

1.62

.96

2.89

17.53

17.23

24.0

1.27

2.5%

301.4

28.0

42.5%

8.5%

46.9%

53.1%

589.4

776.4

6.7%

9.3%

9.3%

2008
18.42

3.37

1.55

1.00

4.45

17.95

17.30

22.6

1.37

2.9%

318.7

26.8

37.8%

6.9%

46.2%

53.8%

511.0

825.3

6.4%

8.6%

8.6%

2009
19.50

165

1.85

1.01

4.05

19.60

18.60

11.51

1.22

2.9%

355

35.0

31.5%

5.0%

46.0%

54.0%

675

170

7.0%

9.5%

9.5%

2010 o VALUE LINEPUB., INC .2-14
20.55

3.90

2.00

1.05

Revenues per sh

"Cash Fw' per sh

Earnings per sh A

Dlv'd Decl'd per sh Bl

21.75

4.60

2.s0

1.22

4.25
20.00

Clp'l Spending per sh
Book Value per sh

5.00
22.00

19.00 Common She0u\st'g c 20.00
Avg Ann'l PE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

19.0

1.25

2.4%

390

39.0

Revenues (swim

nu mm ($miu)
450

52.0

3l.5%
5.0%

Incomer Tax Rite
AFUDC % m nu Profit

40.0%

5.0%

44.5%

55.5%

Long-Tami Debt Ratio

Common Equity Ratio

46.5%

53.5%

705
920

mal Capital (smile)
in Plant (small)

825

1025

7.5%

10.5%

10.5%

Recur on Total Cap'I

Ratum on Shi. Equity

Recur on Com Equity

1.5%

12.0%

12.0%

CAPITAL STRUCTURE as ol9/30/09
Tool Debt $321.5 mill. Duo in 5 Yrs $25.0mill.
LT Debt $306.3 mill. LT Intonest $23.5 mill.
(LT interest earned: 3.8x: mini interest
coverage: 3.5x) (46% of Cap'I)

Leases, UncapMIlzed: Annual rentals $2.9 mill.

Psnslon Assets-12/08 $54.2 mill.
Obllg. $94.5mill.

Pfd Stock None.

Common Stock 18.512.032 she.
as of 1113109
MARKET CAP: ss5o million (Small Cap)

2000 m o m2001

1.7
61.4
63.1
29.1
37.8
21.4
94.3

314%

7.3
83.3
90.5
36.6
75.3
25.5

137.4
293%

7.4
92.3
99.7
37.4
21.2
40.4
99.0

352%

CURRENT POSITION
(tILL.)

Cos Assets
Other
Current Assets
Aocls Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
5 Yrs.

ANNUAL RATES
of change (per sh)
Revenues
"Cash FlaW"
Eamings
Dividends
Book Value

Past
10 Yrs.

4.5%
5.5%
3.5%
1.5%
4.5%

Etfd 'os-'oa
10 '12-'14

4. 0%
6.5%
9.5%
4.5%
4.0%

5.0%
6.0%
5.5%
2.0%
5.0%

Cal-
sndar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

200s
2007
200s
2009
2010

75.0
75.8
85.3

101.a
10s

63.0
79.3
80.3
93.6
100

64.3
72.3
68.9
79.6
85.0

66.3
74.0
84.2
90.0
97.0

268.6
301.4
318.7
ass
390

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

goos
2001
200B
2009
2o10

.30

.35

.pa

.32

.44

.26

.52

.35

.40

.30

.2B

.30
.41
.47

.36

.42

.53

.64

.65 .58

1.33
1.62
1.55
1.ss
zoo

Cal-
endar

QUARTERLY DMDENDS PAID Us
llar.31 Jun.30 Sep.30 D06;31

Full
Year

200s
2001
200a
200s
2010

.225

.235

.250

.250

.225

.2a5

.250

.250

.235

.250

.250

.260

.225

.235

.250

.250

.91

.96
1.00

1.01

11a.4
16.1

1a4.0

18.0

191.5

20.4

209.2

20.a

212.7

11.9

46.0% 45.7% 43.0% 38.9% 43.5%

51.0%

48.4%

47.5%

51.9%

54.9%

44.7%

52.0%

4a.0%

52.0%

48.0%

328.2

449.6

371.1

509.1

447.6

sa9.a

444.4

5ss.a

442.a

602.3

6.6%

10.0%

10.1%

6.4%

9.2%

9.3%

6.1%

10.1%

10.1%

6.5%

9.5%

9.5%

4.6%

5.5%

5.6%

2.9%

72%

3.0%

68%

3.6%

65%

3.3%

65%

NMF

113%

1.0%

84%

2.8%

67%

2.7%

67%

3.9%

58%

3.1%

64%

4.5%

54%

5.0%

53%

Reiainsdto Com Et
All Div'ds toNetProf

6.5%

47%

ere in the city of Big Bear Lake and in areas of San Bernardino
County. Acquired Chaparral City Water of Arizona (10I00). Has
roughly s15 employees. Officers & directors own 2.5% al common
stoat (4/09 Proxy). Chaimian: Uoyd Ross. President & CEO: Floyd
Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard. San Dimas. CA
91773. Tele.: 909394-3600. Internet: .aswa1er.com.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden Slate Water
Company, it supplies water to more than 250,000 wstomers in 75
communities in 10 counties. Service areas include the greater
metropolitan areas of Los Angelas and Orange Counties. The com-
pany also provides electric utility services to nearly 2a.250 wstom-

A m e r i c a n  S t a t e s  W a t e r  p o s t e d  i m -
p r e s s i v e  t h i r d - q u a r t e r  g r o w t h .  I n d e e d .
t h e  w a t e r  u t i l i t y  r e p o r t e d  e a r n i n g s  o f
$0.52 a share, as revenues advanced 17% ,
to  a  record $101 mi l l ion .
E x p e c t a t i o n s  s h o u l d  b e  t e m p e r e d  a
b i t ,  h o w e v e r .  L a s t  y e a r ' s  t h i r d - q u a r t e r
f igures were re la t i ve l y weak. T h e
December-per iod comparisons are far  more
fo rmidab le .  P lus ,  a l though  the  =° ,p  l i ne  i s
l i ke l y  to  con t i nue  be i ng  the  gene  i c i a ry  o f
f a v o r a b l e  g e n e r a l  r a t e  c a s e  r u i n  s  f r o m
t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  éo m m i s
Z ion . opera t ing  expenses look to  be  on the
r i s e ,  a s  e v i d e n c e d  b y  t h e  m o s t  r e c e n t
double-d ig i t  increase. Al rcady decaying in-
f r a s t r u c tu r e s  a r e  o n l y  g r o w i n g  o l d e r  a n d
r e q u i r i n g  m o r e  i n v e s t m e n t .  M u c h  i n  t h a t
ve i n ,  w e  a n t i c i p a te  th a t  th e  co mp a n y  h a d
troub le  meet ing  l as t  year ' s  share -ne t  to ta l
i n  t h e  f o u r t h  q u a r t e r ,  d e s p i t e  a  h e a l t h y
h i g h  s i n g l e - d i g i t  t o p - l i n e  a d v a n c e .  F o r
m a n y  o f  t h e  s a m e  r e a s o n s ,  b o t t o m - l i n e
g rowth  fo r  fu l l - yea r  2010 ,  though  hea l thy ,
w i l l  l i ke l y  pa le  i n  compar i son  to  the  l eve l s
wi tnessed in  2009.
T h e  c o m p a n y ' s  b a l a n c e  s h e e t  i s  n o t
e x a c t l y  s e d u c t i v e .  I n  o r d e r  t o  m e e t  t h e

g ro w i n g  i n f ra s t ru c tu re  re q u i re me n ts  me n
t inned  above ,  the  cash  s trapped en t i ty  w i l l
have to  cont inue to  seek ou ts ide  f inancing ,
w i t h  d e b t  a n d  s h a r e  o f f e r i n g s  l i k e l y  b e e
o p i n g  c o m m o n p l a c e .  T h e  h i g h e r  i n t e r e s t
ra te  and share  count associa ted w i th  these
t r a n s a c t i o n s  w i l l  l i m i t  t h e  b e n e f i t s  o f  t h e
expansion of the nnnregulated business.
T h e s e  s h a r e s  a r e  n o t  t o o  i n t r i g u i n g  a t
t h i s  j u n c t u r e .  S h a r e - p r i c e  m o m e n t u m
h a s  t a p e r e d  a l T  i n  t h e  m o n t h s  f o l l o w i n g
ou r  O c tobe r  rev i ew  and  i s  l i ke l y  to  rema in
re l a t i ve l y  s ta g n a n t  o ve r  th e  co mi n g  s i x  to
1 2  m o n t h s  a s  t h e  e m e r g e n c e  f r o m  t h e
recess ion  con t inues Lo  ga in  s team and  in -
vestors rega in  conf idence and Lake a  more
aggressive  stance. The longer  te rm p ic ture
i s  n o t  m u c h  b e t t e r ,  w i t h  b u r g e o n i n g
f i nanc ing  cos ts  Du rb i n  3 -  to  5  yea r  sha re -
ho lde r  ga ins .  A l though  r i sk -ave rse  i nves t
t o r s  m a y  b e  i n t r o  r e d  b y  t h e  i s s u e ' s  i n -
c o m e  c o m p o n e n t  g n  a  m u c h  a n t i c i p a t e d
move t h e  b o a r d recent ly ra ised the
q u a r t e r l y  d i v i d e n d  b y  4 %  t o  $ 0 . 2 6  a
sha re ) ,  i t  shou ld  be  no ted  tha t  the re  a re  a
number  o f  be t te r  i ncome sources,  par t i c le
fa r l y  in  the  u t i l i ty  genre ,  to  choose from.
An d re  J  C o s ta n za January 22, 201 O

25.3
16.7 Target Price Range

2012 2014

128

96
80
64

48
40
32

24

16

_12

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++(A) Primary earnings. Excludes nonrecurring (B) Dividends historically paid in early March,
gains(losses): '04, 14¢, '05, 25¢, '06, 6¢, '08, June, September, and December. l Div'd rein-
(27¢). Next earnings report due late February. vestment plan available.
May not add due to rounding. (C) In millions, adjusted for split.
o 2010, value Line Publishing , Inc. All ii Hts reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties Of any kind.
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ml it may be reproduced, resold, stored or transmitted in any printed, dectrunic Cr other form, or used for generating Ur marketing any printed or electronic publication. service or product.
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CALIFORNIAWATERNYSE-C\NT 36.83
RECENT
PRICE

PIE
RATIO 18.4({;°2:::ss

1a.5
22.0 1.06RELATIVE

PIE RATIO

DIVD
YLD 3.2% VALUE

LINE
TIMEUNESS 4 L0wefed 11l6l08

f A r m 3 Lowaed 7I27l07

TECHNICAL 3 L0wered 12I25l09
BETA .15 (1.00=Market)

2012-14 PROJECTIONS
Ann'I Total

Return
1 5 %

5 %

Price Gain
High 6 0 + 6 5 %
Low 4 0 + 1 0 % l

to Buy
0p1ions
10 Sell

I n s i d e r  D e c i s i o n s
FMAMJJASO
0 0 0 0 0 0 0 0 00 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
1Q2009 202009

8 3 7 6
B 1 8 5

1 0 0 0 0 1 0 0 1 a

392009
56
75

9835

to Buy
to Sell
Hld's(00II

High :
Low :

33 . 8
20 . 8

32 . 0
22 . 6

28 . 6
22 . 9

26 . 9
20 . 5

31 . 4
23 . 7

37 . 9
26. 1

42. 1
31 . 2

45 . 8
32 . 8

45 . 4
34 . 2

46 . 6
27 . 7

48 . 3
33 . 5

8;§ >

,» » » .>

2013

2-for-1 split 1/98
Vas

prior recession

LEGENDS . .
13.3 x Dividends I) sh
dlvldqd Hg Inheres Rate
Relatlve rice Strength

Options:
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Latest recessrbn began 12/07
:Url l.l.1 I 11.

I I lli I |  i n l f l  |
-

I I I

1'1l1
.

lllll . .

r] 'I VI I I

*
O 91

% TOT. RETURN 12/09

1 yr.
3 yr.
5 yr
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STOCK
-18.2

0.1
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VL ARITH.
INDEX

6 0 . 8
1 Q

2 5 . 9

Percent
shares
traded

9
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a
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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

13.34

2.25

1.35

.96

12.59

2.02

1.22

.99

1317

2.07

1.17

1.02

14.48

2.50

1.51

1.04

15.48

2.92

1.83

1.06

14.75

2.60

1.45

1.07

15.96

2.15

1.53

1.09

15.15

2.52

1.31

1.10

16.26

2.20

.94

1.12

17.33

2.65

1.25

1.12

16.37

2.51

1.21

1.12

11.1a

2.83

1.46

1.13

11.44

a.0a

1.41

1.14

2.53

10.90

2.26

11.56

2.17

11.12

2.83

12.22

2.61

13.00

2.74

13.38

3.44

13.43

2.45

12.90

4.09

12.95

5.82

13.12

4.39

14.44

3.73

15.66

4.01

15.79
11.38 12.49 12.54 12.62 12.62 12.62 12.94 15.15 15.18 15.18 16.98 18.37 18.39

13.6

.80

5.2%

14.1

.92

5.8%

13.7

.92

6.4%

11.9

.75

5.8%

12.6

.73

4.6%

17.8

.93

4.2%

1 7 8

1.01

4.0%

19.6

1.21

4.3%

27.1

1.39

4.4%

19.8

1.08

4.5%

22.1

1.26

4.2%

20.1

1.06

3.9%

24.9

1.33

3.1%

200s
16.20

2.71

1.34

1.15

4.28

18.15

20.66

29.2

1.58

2.9%

334.7

25.6

37.4%

10.6%

43.5%

55.9%

670.1

941.5

5.2%

s.a%

6.8%

2007
17.75

3.12

1.50

1.16

3.68

18.50

20.67

26.1

1.39

3.0%

367.1

31.2

39.9%

8.3%

42.9%

56.6%

674.9

1010.2

5.9%

8.1%

8.1%

2008 2009
19.80

3.72

1.90

1.17

21.35

4.05

1.99

1.18

4.82

19.44

5.20

20.00

20.72 21.W

19.8

1.20

3.1%

19.3

1.26

3.1%

410.3

as.a

448

42.0

37.7%

8.5%

40.0%

1.5%

41.6%

58.4%

47.0%

53.0%

690.4

1112.4

n o
1175

7.1%

9.9%

9.9%

7.0%

10.0%

10.0%

2010 ca VALUE UNE PUB., INC

22.10

4.25

2.10

1.19

Revenues per sh

"Cash Flow per sh

Earnings per sh A

Div'd DecI'd per sh s l

23.90

4 . w

2.60

1.25

5.25
19.75

Cap'I  Spending per sh
Book Value per sh c

5.25
21.30

21.25 Common SheO u t s f g  ° 23.00
Avg Ann'l PIE Ratio
Relat lvl PIE Rat io
Avg Ann'lDiv'd Yield

19.0
1.25

2.5%

470
45.0

Revcnuss ($mllI) E
N2i mm ( $ mi u )

550

60.0

39.0%

10.0%

Income Tax Res

AFUDC % m Net Profit

39.0%

10.0%

46.5%

53.5%

Long-Term Debt Ratlo
Common Equity Rat io

48.5%

51.5%

105

1240

nun Capltal ($m11l1
in Plant (smile)

sao

1425

7.0%

10.5%

10.5%

Return on Total Cala'I

Recur on Shh Equity

Recur on Com Equlty

l . 0 %

12.0%

12.0%

CAPITAL STRUCTURE Is Of  slaoloo
Total Debt $397.9 mill. Duo In s Yrs $40.0 mill.
LT Debt $373.5 mill. LT Interest $25.0 mill.

(LT inlefesl earned: 7.8x_ total ilL ucv.: 6.6x)

Pension Assets-12/08 $66.9 mill.
Obllg. $192.9 mill.

Pfd Stock None

Common Stock 20,744,952 she.
a s  d 11/ 2 / 09

MARKET CAP: $115 mil l ion (Small  owl

2007 zone 9130109

13. 9
65 . 9
19 . 8
45 . 1
42. B
35 . 3

123. 2
3 9 8 %

6 . 7
53 . 3
60 . 0
36 . 7

2 . 1
30 . 3
69 . 7

3 3 3 %

CURRENT POSITION
lg1LL.)

C o s  A 5 $ 9 8
Other
Current Assets
Accts Payable
Debt  Due
Other
Current Limb.
Fix. Chg. Cov.

4 7 . 6
92 . 8

140. 4
54 . 4
24 . 4
52 . 0

130. 8
4 3 0 %

P a s !
la Yrs.

2 . 0 %
2 . 0 %

1 .0%
4 . 0 %

ANNUAL RATES
d derange (per go)
Re v e n u e s
"Cash Flow"
Eamings
Dividends
Book Value

P a s t  : s o  . 0 s - ' o s
5 Yrs. lO '12-'14

1 . 5 % 5 . 0 %
5 . 5% 7. 0%
7 . 0% 8 . 5 %
0 . 5 A 1. 5%
6 . 5 % 2 . 0 %

C ll -
cndar

QUARTERLY REVENUES (Smill.)£

l la r . 3 1  J u n . 3 0  Se p . 3 0  De c . 3 1
Full
Year

200s

2001
2008

2009

2010

65.2
11.6
12.9
86.7
91. 0

81.1

95.8
105.6

116.7

122

107.8
113.8

131.7

139.2
146

80.6

85.9

100.1

105.4

1 1 1

334.7
367.1
410.a
4 4 a
4 7 0

Cal-
endar

EARNINGSPERSHARE*
M l r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1

Full
Year

2005

20o1

2008

2009

2010

.31

.39

.as

.35

.as

. 68

. 67
1 .06
.94

1.00

.31
. 37
.48
. s o
. 6 0

.04

.01

.01

.12

. 1 1

1.34
1.50
1.90
1.99
1. 10

Cal-
endar

QUARTERLY DMDENDS mo I I

M a r . 31  Ju n . 30  S e p . 30  D e c . 31
Full
Year

2000
2 0 0 1
2000
2009
2010

. 2875

.290

.293

.295

. 2875

.290

.293

.295

. 2875

.290

.293

.295

.2875

.290

.293

.295

1.15
1.16
1 . 11
1.18

206.4
19.9

244.a

20.0

246.8

14.4

263.2

19.1

277.1

19.4

315.6

26.0

320.7

27.2

37.9% 42.3% 39.4% 39.7% 39.9%

10.3%

39.6%

a.2%

42.4%

3.3%

46.9%

52.0%

48.9%

50.2%

50.3%

4a.a%

55.3%

44.0%

50.2%

49.1%

48.6%

50.8%

48.3%

51.1%

333.8

515.4

388.8

582.0

402.7

624.3

453.1

697.0

498.4

759.5

565.9

800.3

568.1

B 6 2 ]

7.8%

11.2%

11.4%

5.8%

10.0%

10.1%

5.3%

1.2%

7.2%

5.9%

9.4%

9.5%

5.6%

7.8%

7.9%

6.1%

8.9%

9.0%

6.3%

9.3%

9.3%

3.5%

70%

1.8%

82%

NMF

119%

1.0%

90%

1 %

91%

2.1%

77%

2.1%

78%

1.0%

86%

1.8%

77%

3.8%

61%

4.0%

59%

5.o%
56%

Retained to Com Et
All Div'ds to Net Pro

6.5%

48%

BUSINESS:  Cali lomia Water  Senile Group provides regulated and
nonregulat ed w at er  ser vice t o  r oughly 463, 600 cust omers  in  83
communit ies in California,  Washington,  New Mexico,  and Hawaii.
Main sew ioe areas:  San F rancisco Bay area,  Sacramento val ley,
Sa l inas  Va l ley.  San Joaquin  Va l ley 6  par t s  o f  Los  Angeles .  Ac-
quired R io Grande Corp,  West  Hawai i  U t i l i t ies  (9108) .  Revenue

breakdown. '08:  resident ial,  69%, business.  18%. public authorit ies,
5%' industr ial,  5%. other,  3%. '08 reported depreciat ion rate:  2.4%.
Has roughly 929 employees.  Chairman:  Rober t  w.  Foy.  President  s
CEO:  Pete c.  Nelson (4/09 Proxy) .  Inc. :  Delaware.  Address:  1720
N or t h  F i r s t  St r eet ,  San Jose,  C al i lomia 951124598.  Te lephone:
408-367-8200. Internet:  www.calwatergroup.com.

A V 8 l ° a e ) _
c o u p  e d

I m p r o v e m e n t s  o n  t h e  r e g u l a t o r y  f r o n t
a u g u r  w e l l  f o r  C a l i f o r n i a  W a t e r  S e r v -
i c e  G r o u p ' s  t o p  l i n e .  I n d e e d .  e a r l i e r  r a t e
i n c r e a s e s  h a n d e d  d o w n  b y  t h e  C a l i f o r n i a
P u b l i c U t i l i t i e s C o m m i s s i o n ( C P U C )
e n a b l e d  t h e  w a t e r  u t i l i t y  t o  p o s t  r e c o r d -
h i g h  r e v e n u e s  o f  $ 1 3 9 . 2  m i l l i o n  i n  t h e
t h i r d  q u a r t e r ,  a  6 %  i m p r o v e m e n t  f r o m  t h e
y e a r  b e f o r e .  W c  l o o k  f o r  s i m i l a r  g r o w t h  i n
t h e  f o u r t h  q u a r t e r  a n d  f o r  f u l l é y e a r  2 0 1 0 .
M e a n w h i l e ,  t h e  c o m p a n y  f i l e i t s  2 0 0 9
g e n e r a l  r a t e  c a s e  d u r i n g  t h e  p e r i o d ,  s e e k -
i n g  $ 7 1  n l i l l i o n  i n  2 0 1 1  w i t h  i n c r e a s e s  o f
n e a r l y  $ 2 5  m i l l i o n  i n  2 0 1 2  a n d  2 0 1 3 .  I t
w a s  C W T ' s  f i r s t  c o n s o l i d a t e d  r e q u e s t ,
c o v e r i n g  a l l  2 4  d i s t r i c t s ,  a n d  a  r u l i n g  m a y
w e l l  t a k e  1 8  m o n t h s  t o  b e  m a d e .  W e  e x -
p c c t  a  r e l a t i v e l y  f a v o r a b l e  o u t c o m e  g i v e n
t h e  C P U C ' s  m o r e  r e c e n t  d i s p o s i t i o n .
H o w e v e r ,  o p e r a t i n g  c o s t s  a p p e a r  t o  b e
o n  t h e  r i s e ,  t o o .  D e s p i t e  t h e  t o p - l i n c  b e n -
e f i t s  m e n t i o n e d  a b o v e .  s h a r e  e a r n i n g s  f e l l
1 1 %  i n  t h e  S e p t e m b e r  p e r i o d  a n d  c a m e  i n
a  d i m e  b e l o w  o u r  e s t i m a t e .  O p e r a t i n g  e x -
p e n s e s  s w e l l e d  1 0 % ,  a s  a g i n g  i n f r a s t r u c -
t u r e s  r e q u i r e d  g r e a t e r  m a i n t e n a n c e ,  a n d
t h e  i n c r e a s e d  d e m a n d  d r o v e  u p  d i s t r i b u -
t i o n  c o s t s .  W e  s u s p e c t  t h a t  t h e s e  t r e n d s

p e r s i s t e d  i n  t h e  f o u r t h  q u a r t e r  a n d  w i l l
o n l y  i n t e n s i f y  g o i n g  f o r w a r d .  A s  a  r e s u l t ,
w e ' v e  t e m p e r e d  o u r  e x p e c t a t i o n s ,  e s t i m a t -
i n g  t h a t  C W T  b a r e l y  b r o k e  e v e n  i n  t h e
f i n a l  q u a r t e r  o f  2 0 0 9  a n d  t h a t  e a r n i n g s
g r o w t h  w i l l  n o t  b e  a n y t h i n g  t o  w r l t c  h o m e
a b o u t  f o r  f u l l - y e a r  2 0 1 0 .
T h e  s t o c k  h a s  f a l l e n  a  n o t c h  f o r
T i m e l i n e s s  a n d  i s  n o w  r a n k e d  4  ( B e -
l o w R e c e n t s h a r e - p r i c e
d e c l i n e s , w i t h  t h e  t o u g h  o u t l o o k ,
m a k e  t h i s  a n  u n a t t r a c t i v e  s e l e c t i o n  f o r  t h e
c o m i n g  s i x  t o  1 2  m o n t h s .
I t s  3 -  t o  5 - y e a r  a p p e a l  i s  b e t t e r ,  b u t
s t i l l  l a c k i n g  i n  o u r  o p i n i o n .  C W T  d o e s
n o t  h a v e  t h e  f i n a n c e s  o n  h a n d  t o  m e e t  t h e
r i s i n g  i n f r a s t r u c t u r e  c o s t s  t h a t  a r e  l i k e l y
t o  a m o u n t  o v e r  t h e  n e x t  c o u p l e  o f  y e a r s .
T h e  s h a r e  a n d / o r  d e b t  o f f e r i n g s  t h a t  w i l l
b e  r e q u i r e d  t o  h e l p  i m p r o v e  t h e  b a l a n c e
s h e e t  w i l l  c o m e  a t  a  p r i c e ,  w i t h  t h e  h i g h e r
s h a r e  c o u n t  a n d  i n t e r e s t  r a t e  e x p e n s e s
l i m i t i n g  p o t e n t i a l  s h a r e h o l d e r  g a i n s .  A l -
t h o u g h  t h e  d i v i d e n d  y i e l d  l o o k s  h e a l t h y  a t
l i s t  b l u s h ,  t h o s e  s e e k i n g  a n  i n c o m e
v e h i c l e  h a v e  b e t t e r  o p t i o n s  a v a i l a b l e ,  p a r -
t i c u l a r l y  o n  a  r i s k  a d j u s t e d  b a s i s .
A n d r e  J  C o s t a n z a J a n u a r y  2 2 ,  2 0 l O

31 . 4
21 . 5 Target Price Range

2012 2014

128

96
80
64

CB
40
32

24

16

_12

I I I

HI lmi i i
12-14

B++(A) Basic EPS. Excl,  nonrecurr ing gain ( loss):

due ear ly February.
'00, (7¢),  '01, 4¢, '02, 8¢. Next earnings report

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(B) Dividends histor ically paid in mid-Feb., 93 Incl.  deferred charges In '08:  $3.9 mill. ,
May,  Aug. ,  and Nov. I Div'd reinvestment  plan 19lsh.
available. (D) In millions, adjusted for split .

(E)  Excludes non-reg rev.
' 2010, Value Line Publishing, Inc. All rih8 resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties of "to kind
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AOUAA NYSE-WTR 17.57RECENT
PRICE

PIE
RATl0 20.9(8:3::s§3§;3)

RELATIVE

PIE RATIO 1.21 DIVD
YLD 3.4% VALUE

LINE

BETA

TIMELINESS 3 Lowered 6I2Sl09

sAt£rv 3 L0wered 8l1l03

TECHNICAL 3 L0wered 1l1l10

.65 (1.00=Market)

H`gh
Law

Price
3 0
2 0

Ann'l Total
Return
1 4 %

3 %

2012-14 PROJECTIONS

Gain
l+'°"~l
+15%

lo Buy
options
tO Sell

Insider Deeisions
FMAMJJASO
0 0 0 0 0 0 0 0 01 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
10z00s 20200a 302009

toBy 130 117 88
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Hld'slD00 63551 61341 60196
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1993 1994 1995 1996 1997 1998 1999 2o00 2001 2002 2003 2004 2005

1.70

.42

.24

.21

1.82

.42

.26

.21

1.84

.47

.29

.22

1.86

.50

.30

.23

2.02

.56

.34

.24

2.09

.61

.40

.26

2.41

.72

.42

.27

2.46

.76

.47

.28

2.70

*go

.51

.30

2.85

.94

.54

.32

2.97

.Qs

.57

.35

3.48

1.09

.64

.37

3.85

1.21

.11

.40
.47

2.29

.46

2.41

.52

2.46

.48

2.69

.58

2.84

.82

3.21

.90

3 4 2

1.16
3.85

1.09

4,15

1.20

4.36

1.32

5.34

1.54

5.89

1.84

6.30
59.40 5977 63.74 65.75 67.47 72.20 106.80 111.82 113.97 113.19 123.45 127.18 128.97
14.4

.85

5.9%

13.5

.89

6.0%

12.0

.80

6.2%

15.6

.98

4.9%

17.8

1.03

3.9%

22.5

1.17

2.9%

21.2

1.21

3.0%

18.2
1.18

3.3%

23.6

1.21

2.5%

23.6

1.29

2.5%

24.5

1.40

2.5%

25.1

1.33

2.3%

31.8

1.59

1.8%

2006
4.03

1.26

.70

.44

2.05

6.96

132.33

34.7

1.87

1.8%

5ss.s
92.0

39.5%

51.5%

484%

1904.4

2506.0

6.4v/

10.0%

10.0%

2007
4 5 2

1.37

.71

.48

1.79

7.32

133.40

32.0

1.70

2.1%

6025

95.0

38.9%

2.9%

55.4%

44.6%

2191.4

2792.8

5.9%

9.7%

9.7%

2008
4.63

1.42

.73

.51

1.98

7.82

135.37

24.9

1.50

2.8%

827.0

97.9

39.7%

3.1%

54.1%

45.9%

23066

2997.4

5.7%

9.3%

9.3%

2009
4.95

1.70

.80

,55

1.90

7.90

136.30

22.2

1.48

3.0%

675

109

39.0%

3.0%

54.0%

46.0%

2276

3150

6.0%

10.0%

10.0%

2010 ©VALUE LINE PUB., INC

5.35
1.85
.90
.59

Revenues per sh
"Cash Flow" per sh
Earnings per sh A
Div'd Decl'd per sh Bl

6.45
2.40
1.25
.70

1.95
8.35

Cap'l Spending per sh
Book Value per sh

2.15
10.35

137.00 Common Shs0utst'g c 139.00

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Yield

21.0
1.40

2.0%

735
123

Revenues ($mill)
Net Profit ($mill)

900

175

39.0%

2.6%

Income Tax Rate

AFUDC % to Net Profit

39.0%

2.0%

53.0%

47.0%

Long-Term Debt Ratio

Common Equity Ratio

48.0%

52.0%

2345
3300

Total Capital($mill)
NetPlant($mill)

2765

3500

6.5%

10.5%

10.5%

Return on Total Cap'I
Return on Shr. Equity
Return on Com Equity

7.5%

12.0%

12.0%

CAPITAL STRUCTURE as of 9/30/09
Total Debt$1320.2 mill. Due in 5 Yrs $245.0 mill.
LT Debt$1265.4 mill. LT Interest$65.0 mill.
(LT interest earned: 3.4x, total interest coverage:
3.4x) (54% of Cap'I)

Pension Assets-12/08 $112.2 mill.
Obllg, $204.7 mill.

Pfd Stock None
Common Stock 136,270,513 shares
as of 10120109

MARKET cAp- $2.4 billion (MidCap)

2007 200B 9/30/09

14.5
82.9

8.8
9.3

115.5
45.8
80.8
56.6

183.2
323%

18.0
86.1
10.3
10.5

124.9
26.3
54.a

149.0
230.1
325%

14.9
84.5
9.8

11.8
121.0
50,0
87.9
55.3

193.2
329%

CURRENT POSITION
($MILL.)

Cash Assets
}*e° eyabl='As c  )
riven or v st
Other g
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 Yrs.

8.0%
9.5%
7.5%
7.0%
9.5%

Est'd '06-'08
to '12-'14

6.5%
10.0%
10. 0%

6.5%
6.0%

Past
Yrs.
9.0%
8.0%
5.5%
8.0%

10.0%

Cal-
endar

QUARTERLY REVENUES ($ mill.)

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2006
2007

2008

2009

2010

117.9

137.3

139.3

154.5

165

131.7

150.6

151.0

167.3

185

147.0

165.5

177.1

180.8

195

136.9
149.1

159.6

172.4

190

533.5
602.5
627.0
675
735

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s
2007
2008
2009
2010

.19

.19

.19

.22

.25

.17

.17

.17

.19

.22

.13

.13

.11

.14

.15

.21

.22

.26

.25

.28

.70

.71

.73

. s o

.90

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl
Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

200s
2007
200a
2009
2010

.107

.115

.125

.135

.107

.115

.125

.135

.115

.125

.135

.145

.115

.125

.125

.135

.44

.48

.51

.55

257.3
45.0

275.5

50.7

307.3

58.5

322.0

62.7

367.2

67.3

442.0

80.0

496.8

91.2

38.4% 38.9% 39.3% 38.5% 39.3% 39.4% 38.4%

52.9%

46.7%

52.0%

47.8%

52.2%

47.7%

54.2%

45.8%

51.4%

48.6%

50.0%

50.0%

52.0%

48.0%

782.7

1135.4

901.1

1251.4

990.4

1368.1

1078.2

1490.8

1355.7

1B24.3

1497.3

2069.8

1690.4

2280.0

7.6%
12.2%
123%

7.4%

11.7%

11.7%

7.8%

12.3%

12.4%

7.6%

12.7%

127%

6.4%

10.2%

10.2%

6.7%

10.7%

10.7%

6.9%

11.2%

11.2%

4.3%
65%

4.7%

60%

5.1%

59%

5.2%

59%

4.2%

59%

4.6%

57%

4.9%

56%

3.7%

63%

3.2%

67%

2.8%

70%

3.5%

66%

3.0%

69%

Retained to Com Eq D
All Div'ds to Net Prof

5.0%

57%

BUSINESS: Aqua America, Inc. is the holding company for water
and wastewater utilities that serve approximately three million resi-
dents in Pennsylvania, Ohio, North Carolina, illinois, Texas, New
Jersey, Florida, Indiana, and Hve other states. Divested three of
four non-water businesses in '91, telemarketing group in '93, and
others. Acquired AquaSource, 7/03, Consumers Water, 4/99, and

others. Water supply revenues '08: residential, 60%, commercial,
14%, industrial & other, 26%. Officers and directors own 1.3% of
the common stock (4109 Proxy). Chairman & Chief Executive Of-
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address:
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
ephone: 610~525-1400. Internet: www.aquaamerica.com.

During the September interim, Aqua
America lost some ground on a year-
over-year basis. Although revenues were
up slightly from the prior year, earnings
dropped a penny, as unfavorable weather
conditions and higher operating costs hurt
profits during the third quarter. Looking
ahead, though,
the company probably ended the year
on a good note. A number of rate-relief
cases were set to be decided in the fourth
quarter which, if approved, should provide
a slight last-minute boost to the top and
bottom lines. Also, management has been
actively working to reduce operating costs,
and the benefits of these efforts should
help widen margins. For the year, we ex-
pect a total increase in revenues and earn»
inks of $48 million and $0.07 a share,
respectively, but it should be noted that
last year included a gain from the sale of
its underperforming Woodhaven system.
Aqua America should continue to ex-
pand its reach through acquisitions
and rate-relief cases over the next few
years. The company has acquired a
wastewater treatment plant in Lumpkin
County, Georgia, and this new subsidiary

(Aqua Georgia Inc.) may be bolstered by
further purchases in this region. Also,
WTR expanded its Aqua Pennsylvania
division in December, purchasing the as-
sets of Athens Township Authority, and
subsequently signed a 20-year contract to
provide water services. Additionally, the
$75 million in rate cases filed in 2009
should, if judged in Aqua's favor, boost
revenues and earnings over the next few
years.
These shares are a neutral choice for
the coming six to 12 month period,
but hold some appeal for the long
haul. One attractive trait is the steady
dividend yield, which was raised 7.4% dur-
ing the fourth quarter of 2008. The compa-
ny has historically raised its payout every
year, and this will most likely continue
over the coming 3- to 5-year stretch. Also,
the top- and bottom-line gains we project
over the 2012-2014 horizon give this equi-
ty good recovery potential. Conservative
investors should also take note of the high
scores for Stock Price Stability and Earn-
ings Predictability, as well as the below-
the-market average Beta coefficient.
JohnD. Burke January 22, 2010

12.0
6.3

Target Price Range
2012 2014

64

48
40

32

24
20
16

12

l III' I I
• 010. I

8
-6

Percent
shares
traded

15
10
5

IH

'l2-14

(B) Dividends historically paid in early March,
June, Sept, & Dec. l Div'd. reinvestment plan
available (5% discount).

(C) In millions, adjusted for stock splits. Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability 100

(A) Diluted shares. Excl. nor rec. gains
(losses): '99, (11¢), '00, 2¢, '01, 2¢; '02, 5¢,
'03, 4¢. Excl. gain from disc. operations: '96,
2¢. Next earnings report due early February.
o 2010, Value Line Publishing, Inc. All rights reserved. Factual material is obtained lrcm sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER lS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publlcabon is strictly for subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold. stored or transmitted in any printed, electronic or other form. or used fur generating or marketing any printed or electronic pubicalion. service or product.I III
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INDUSTRY TIMELINESS: 82 (of 97)

Composite Statistics: Natural Gas Utility

2006 2007 2008 2009 2010 2011 13-15
38273

1553.3

38528

15624

44207

1694.2

45500

1775

47000

1850

48500

1925

Revenues ($mill)

Net Profit ($mill)

54750

2250

35.3%

4.0%

33.9%

4.1%

35.7%

3.8%

36.0%

3.9%

36.0%

3.9%

36.0%

4.0%

Income Tax Rate

Net Profit Margin

36.0%

4.1%

51.2%

48.7%

504%

49.5%

50.6%

49.4%

51.0'7

48.0%

51.0%

45.0%

51.0%

48.0%

Long-Term Debt Ratio

Common Equity Ratio

52.0%

46.0%

30847

32543

32263

33936

32729

35342

33250

36750

34750

38500

36250

40250

Total Capital ($mill)

Net Piano (mi ll)

42000

48250

6.6%

10.2%

102%

6.5%

9.8%

9.8%

6.8%

10.5%

10.5%

6.5%

10.0%

10.0%

6.0%

10.5%

10.5%

5.5%

10.0%

10.0%

Return on Total Cap'l

Return on Shr. Equlty

Return on Com Equity

5.5%

10.0%

10.0%

4.0%

61%

31%

62%

4.3%

59%

4.0%

60%

4.5%

62%

4.0%

61%

Retained to Com Eq

All Div'ds to Net Prof
4.5%

65%

15.6

.84

3.9%

16.6

.88

3.7%

13.9

,83

4.2%

Bord Fe
Val fu
es t

lures are
, Line
rares

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Weld

13.0

.85

4,6 '/

327% 335% 358% 375% 375% 375% Fixed Charge Coverage 400%
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March 12, 2010 NATURAL GAS UTILITY 445
After a difficult year in 2009, the Natural Gas

Utility Industry will likely begin on its road to
recovery. The economic environment is improv-
ing, which should ease some of the pressures these
companies endured over the past 12 months.
These utilities have done their best to stave off
these challenges through a variety of strategies.
Despite the hard times, many of these stocks offer
attractive dividend yields, which may interest
income-oriented investors.

Weather
Colder-than-normal weather of late may have provide

a boost to natural gas prices due to lower supply.
However, now that the peak heating season is in the
rear-view mirror, these utilities will likely post weak
results as they enter a seasonably slow time of year.
Therefore, we look for these companies to focus on cost
management to strengthen their results during the
warmer months.

Business Strategy
A strategy that is becoming increasingly common is

nonregulated businesses. These ventures allow firms to
diversify their operations and gain income that is not
subject to regulatory authorities. While these operations
are often more risky, they generally offer a greater
potential for returns.

Macroeconomic Climate
Natural Gas Utilities generally offer fairly predictable

cash flows, solid balance sheets, and good yields. There-
fore, when times are tough, investor interest in these
defensive equities picks up. However, when the stock
market rallies, investors tend to flock to issues that have
the potential for greater returns. On point, natural gas
utility stocks have not performed well over the past year.
Indeed, the difficult economic environment weighed on
this group in 2009. Reduced industrial demand, weak-
ness in the housing market, and conservative spending
all hurt results. Additionally, bill collection has become
tougher due to high unemployment levels. In response,
these companies have scaled back their spending and
increased their marketing in an effort to weather these
challenges. All told, investor confidence appears to be
picking up, which suggests the worst may be behind
these companies.

Conservation is also becoming a noticeably important
theme in this sector. Governments are encouraging
these utilities to partake in energy-efficiency programs
by offering incentives. This way companies can partici-
pate without hurting their profitability. All told, we
think these initiatives will continue to gain momentum
going forward.

Regulation
This group is regulated by state commissions that

determine the return on equity these stocks can realize.
Consequently, rate cases remain key to this sector's
performance. If a company does not have adequate
relief, its budget can become stretched. On the other
hand, a rate that is too generous can give utilities too
much upside at the expense of its customers. State
commissions are constantly working to keep a balance
between shareholder and customer interests. These de-
cisions are carefully monitored by investors due to their
impact on stock valuations. A positive decision can
significantly improve a company's prospects, while a
negative one can limit its near-term outlook. Thus,
interested investors should pay close attention to the
regulatory environment.

Dividends
Income-oriented accounts may want Lo consider some

of the equities in this industry. Indeed, these equities on
average have better dividend yields (4.2%) compared to
the Value Line median (2» .0%). Most notably,NiSource,
AGL Resources, Athos Energy and Laclede Group al l
stand out for their hearty payouts.

Conclusion
Natural Gas Utility stocks have fallen near the bottom

of our Industry spectrum for Timeliness. Accordingly,
short-term investors would probably do best to find a
group with better prospects over the coming six to 12
months.Longer-term, we expect these businesses to re-
bound. An improved economic environment, coupled
with stronger pricing, should boost results across this
sector over the coming years. In sum, we think patient
investors will find a few issues in this sector that offer
enticing total-return potential over the 2013-2015 time
frame.

Richard Gallagher

THE PUBLISHER ts NOT RESPONSIBLE FOR ANY ERRORS OR 0Mlssl0ns HEREIN. This fubticaticn is str ic t [gr  subs:r iber 's own,
of ix may be reproduced, resold, stored of transmitted in any printed, electronic or other furn, or use for wnaating or marketing any primed or etectronlc publication,

nun-commercial,  inlemaI.use. No pan |
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23.59

2.24

1.17

1.04

19.32

2.33

1.33

1.04

21.91

2.49

1.37

1.06

22.75

2.42

1.37

1.08

23.36

2,65

1.41

1.08

18.71

2,29

.91

1.08

11.25

2.88

1.29

1.05

19.04

3.31
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.84

6.2%

13.8

.86

5.6%

14.7

.B5

5.4%

139

.72

5.5%

214

1.22

5.5%

13.6

.88

6.2%

14.5

15

4.9%

12.5

.68

4.7%

12.5

.71

4.3%

13.1

.69

3.9%

14.3

.76

3.7%

13.5

.73

4.0%

2007
32.64

4.65

2.72

1.64

3.39

21.14

78.40

14.7

.78

4.1%

2494.0

211.0

37.6%

8.5%

50.2%

49.8%

3335.0

3566.0

7.7%

12.7%

12.7%

2008 2009 2010 2011 © VALUE LINEPUB. INC

36.41

4.68

2.71

1.68

29.90

5.95

2.89

1.72

34.35

5.05

2.95

1.76

36.10
5.30
3.10
1.00

Revenues perch A
"Cash Flow" per sh
Earnings per sh A B
Div'ds Decl'd per sh c .

40.35
5.75
3.40
1.92

4.84

21.48

6.15

22.95

4.45

24.10

4.50
25.45

Cap'I Spending per sh
Book Value per sh D

5.30
29.95

78.90 77.50 78.50 79.00 Common Shs 0utst'g E 80.50

12.3

.74

5.0%

11 .1

.73

5.4%

Bol d  Hg

Value

destin

ires are
Line
ates

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Yield

15.0

1.00

3.8%

2800.0

207.6

2317.0

260

2695

230

2850

245

Revenues ($mill) A

Net Profit (swim
3250

275

40.5%

7.4%

30.0%

11.2%

35.0%

8.6%

35.0%

8.6%

Income Tax Rate

Net Profit Margin

38.0%

8.4%

50.3%

49.7%

53.0%

48.0%

54.0%

50.0%

52.0%

48.0%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

3327.0

3816.0

3750

2900

3800

3080

4200

3250

Total Capital ($milI)

Net Plan! ($milI)

4900

3900

7.4%

12.6%

12.6%

7.0%

14.5%

14.5%

7.0%

12.0%

12.0%

6.5%

12.0%

12.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

6.5%

11.0%

11.0%

CAPITAL STRUCTURE as of 12131109
Total Debt $2576.0 mill. Due in 5 Yrs $543.0 mill.
LT Debt $1974.0 mill. LT Interest $90.0 mill.
(Total interest coverage:4.5x)

Leases, UncapitalizedAnnual rentals $28.0 mill.
Pension Assets-12/09 $303.0 mill.

Obllg. $463.0 mm.
Pfd Stock None

Common Stock 77,543,821 she.
as of 1/29/10
MARKET CAP: $2.9 billion (Mid Cap)

200B 12/31/092001

21.0
1790.0
1811 .0

172.0
580.0
893.0

1645.0
391%

16.0
2026.0
2042.0

202.0
865.0
g15_0

1983.0
416%

26.0
1974.0
2000.0

237.0
602.0
933.0

1772.0
472%

CURRENT POSITION
($MILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
Yrs.

15.5%
6.5%
8.5%
8.0%

10.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 Yrs.

4.0%
6.0%
7.0%
4.0%
7.0%

Est'd '06-'08
to '13-'15

2.5%
3.0%
3.5%
2.5%
5.0%

Cal-
endar

QUARTERLY REVENUES ($ mm.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2007
2008
2009
2010
2011

467

444

377

450

475

685

805

638

750

800

369

539

307

475

500

973

1012

gg5
1020
1075

2494

2800

2317

2695

2850

Cal-
endar

EARNINGS PER SHARE B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2007

2008

2009

2010

2011

.17

.28

.16

.25

.33

.40

.30

.26

.30

.36

1.29
116
1.55
1.50
1.41

.86

.97

.92

.90

1.00

2.72

2.11

2.89

2.95

3.10

Cal-
endar

QUARTERLY DIVIDENDS PAID Cl
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2006
2007
2008
2009
2010

.37

.41

.42

.43

.37

.41

.42

.43

.37

.41

.42

.43

.37

.41

.42

.43

.44

1.48

1.64

1.68

1.72

607.4
71.1

1049.3

82.3

868.9

103.0

983.7

132.4

1832.0

153.0

2718.0

193.0

2621.0

212.0

34.3%

11.7%

40.7%

7.8%

35.0%

11.9%

35.9%

13.5%

37.0%

84%

37.7%

7.1%

37,8%

8.1%

45.9%
483%

61.3%

38.7%

58.3%

41 .7%

50.3%

49.7%

540%

46.0%

51.9%

48.1%

50.2%

49.8%

1286.2

1637.5

1736.3

2058.9

1704.3

2194.2

1901.4

2352.4

3008.0

3178.0

3114.0

3271.0

3231.0

34360

7.4%

10.2%

11.5%

6.5%

12.3%

12.3%

8.1%

14.5%

14.5%

8.9%

140%

14.0%

6.3%

110%

11.0%

7.9%

12.9%

12.9%

8.0%

13.2%

13.2%

3.2%
72%

4.2%

55%

7.0%

52%

6.6%

53%

55%
49%

6.2%

52%

63%
52%

5.3%

58%

5.1%

60%

7.0%

50%

5.0%

58%

5.5%

57%

Retained to Com Eq
All Div'ds to Net Prof

5.0%

55%

BUSINESS: AGL Resources Inc. is a public utility holding compa-
ny. its distribution subsidiaries include Atlanta Gas Light, Chat-
tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util-
ities have more than 2.3 million customers in Georgia, Virginia,
Tennessee, New Jersey, Florida, and Maryland. Engaged in non-
regulated natural gas marketing and other allied services. Deregu-

lated subsidiaries: Georgia Natural Gas markets natural gas at
retail. Sold Utilipro, 3/01. Acquired Compass Energy Services,
10107. Franklin Resources owns 7.7% of common stock, ofl'.ldir.
less than 1.0% (3109 Proxy). Pres. & CEO: John W. Somerhalder lL
inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Tel-
ephone: 404-584-4000. Internet: www.aglresources.com.

v i d e  a  b o o s t  t o  r e s u l t s  o v e r  t h e  c o m i n g
m o n t h s .

M a r c h 1 2 ,  2 0 1 0

A G L  R e s o u r c e s  r e p o r t e d  b e t t e r - t h a n -
a n t i c i p a t e d f o u r t h q u a r t e r p r o f i t .
E a r n i n g s  o f  $ 0 . 9 2  a  s h a r e  t o p p e d  o u r  e s -
t i m a t e  o f  $ 0 . 7 8  a  s h a r e .  A  g o o d  p e r f o r m -
a n c e i n t h e c o m p a n y ' s u n r e g u l a t e d
b u s i n e s s e s  o f f s e t  d i s a p p o i n t i n g  r e s u l t s  i n
A G L ' s  g a s  u t i l i t y  o p e r a t i o n s .  F o r  t h e  f u l l
y e a r ,  t h e  u t i l i t y  p o s t e d  a  s o l i d  b o t t o m - l i n e
s h o w i n g  ( $ 2 . 8 9  a  s h a r e ) ,  t h a n k s  t o  s t r o n g
r e s u l t s  i n  t h e  M a r c h  p e r i o d .  H o w e v e r ,  a
y e a r - o v e r - y e a r d e c l i n e i n c u s t o m e r s
w e i g h e d  o n  t h e  t o p  l i n e  ( $ 2 . 3  b i l l i o n ) .
T h e  c o m p a n y  p r o v i d e d  p o s i t i v e  g u i d -
a n c e  f o r  2 0 1 0 . M a n a g e m e n t  e x p e c t s
s h a r e  n e t  t o  c o m e  i n  b e t w e e n  $ 2 . 9 5  a n d
$ 3 . 0 5  t h i s  y e a r .  W e  h a v e  i n c r e a s e d  o u r  e s -
t i m a t e  b y  a  n i c k e l ,  m a t c h i n g  t h e  l o w  e n d
o f  t h i s  r a n g e .  W e  l o o k  f o r  r e s u l t s  a c r o s s
A G L ' s  o p e r a t i o n s  t o  p e r f o r m  m o s t l y  i n  l i n e
w i t h  2 0 0 9 ' s  s h o w i n g  e x c e p t  a t  t h e  c o m p a -
n y ' s  w h o l e s a l e  s e r v i c e s  b u s i n e s s ,  w h i c h
s h o u l d  p o s t  i m p r o v e d  r e s u l t s .  M o r e o v e r ,
A G L  w i l l  p r o b a b l y  f o c u s  o n  n e w  p r o j e c t s  t o
o f f s e t  t h e  d e c l i n e  i n  c u s t o m e r s  d u e  t o  t h e
w e a k  r e s i d e n t i a l  r e a l  e s t a t e  m a r k e t .  F u r -
t h e r m o r e .  t h e  c o m p a n y  r e c e n t l y  a d d e d  t w o
n e w  p i p e l i n e  p r o j e c t s  t h a t  b e g a n  c o m m e r -
c i a l  o p e r a t i o n  r e c e n t l y ,  w h i c h  s h o u l d  p r o -

T h e  b o a r d  r a i s e d  A G L ' s  q u a r t e r l y p a y -
o u t  b y  a  p e n n y  ( o r  2 . 3 % )  t o  $ 0 . 4 4  a
s h a r e . A c c o r d i n g l y ,  i n c o m e - o r i e n t e d  a c
c o u n t s  m a y  w a n t  t o  t a k e  n o t e  o f  t h e s e
s h a r e s .  I n d e e d ,  t h i s  s t o c k ' s  y i e l d  ( 4 . 8 % )  i s
a b o v e  a v e r a g e  f o r  a  n a t u r a l  g a s  u t i l i t y .
L o n g - t e r m  p r o s p e c t s  a p p e a r  t o  b e
p r o m i s i n g . T h e  c o m p a n y  r e a c h e d  a  l e g a l
s e t t l e m e n t ,  w h i c h  w i l l  a l l o w  i t  t o  e x p a n d
i t s  p r e s e n c e  o n  J e f f e r s o n  I s l a n d .  M o r e o v e r ,
a  f e w  r a t e  c a s e s  s h o u l d  c o m e  i n t o  p l a y  i n
t h e  n e a r  t e r m ,  w h i c h  i f  a p p r o v e d ,  w o u l d
b o l s t e r  r e s u l t s  o v e r  t h e  l o n g  h a u l .  A d d i -
t i o n a l l y ,  A G L  r e c e n t l y  l a u n c h e d  a  n e w  e n -
e r g y  s e r v i c e s  b u s i n e s s  t h a t  t a r g e t s  l a r g e -
s c a l e  c l i e n t s .  T h i s  s h o u l d  c o n t r i b u t e  t o
p r o f i t s  i n  t h e  y e a r s  a h e a d .
T h e s e  s h a r e s  a r e  n e u t r a l l y  r a n k e d  f o r
T i m e l i n e s s . B u t  t h i s  s t o c k  m a y  b e  o f  i n -
t e r e s t  t o  p a t i e n t  i n v e s t o r s .  I n d e e d ,  t h e  i s -
s u e  i s  a t t r a c t i v e  o n  a  r i s k - a d j u s t e d  b a s i s
( S a f e t y :  2 )  f o r  t o t a l - r e t u r n  p o t e n t i a l  o v e r
t h e  3 -  t o  5 - y e a r  p u l l ,  b a s e d  o n  o u r  p r o j e c -
t i o n s  o f  s t e a d y  e a r n i n g s  g r o w t h  a n d  m o d -
e s t  d i v i d e n d  i n c r e a s e s .
R i c h a r d  G a l l a g h e r

24.5
19.0 Target Price Range

2013 2015

80

60
50
40

30
25
20

15

10

7.5

HIII HIIII
"3-15

Company's Financial Strength
Stock's Price Stabillty
Price Growth Persistence
Earnings Predictability

B++
100

III I I I !

(A) Fiscal year ends December 31st. Ended $0.13, '01, $0.13, '03, ($0.07), '08, $0.13. Next eludes intangibles. In 2009: $418 million,
September 30th prior to 2002. earnings report due late April. (C) Dividends $5.44lshare.
(B) Diluted earnings per share. Excl. nonrecur- historically paid early March, June, Sept., and (E) In millions.
ring gains (losses): '95, ($0.83), '99, $0.39, '00, Dec. l Div'd reinvest. plan available. (D) In-
0 2010, Value Line Publishing, Inc. All age reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties Er my kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-commercial, Internal use. 0 pan 1
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other rum, or used for generating or marketing any printed or electronic publication, swine or product. I:



ATv10s ENERGY CORP. NYSE-ATO
1

28.05ECENT
PRICE

13.1
15.0)

PIE
RATIO 12.5(Hs3"s RELATIVE

PIE RATI0 0.74
DIVD
YLD 4.8%

VALUE
LINE

UJw8l'Bd9/11/09

2
TIMELINESS 3

SAFETY Raised12/16/05

TECHNICAL 3 Raised 10l16l09

BETA 65 (1.00=Market)

Price
40
30

Ann'I Total
Return
1 3 %

6 %

2013-15 PROJECTIONS

Gain
(+ . 5 %

(+5%
H'gh
Law

Insider Decisions

to Buy
Gptions
to Sell

AMJJASOND
0 0 0 0 0 0 0 0 0
0 0 0 0 1 0 0 1 0
0 0 0 0 3 0 0 1 1

Institutional Decisions
1Q200g 2020119 302009

lo Bu 108 107 7g
loSe 122 115 124
Nld's(l)0lJ) 53874 54285 55892

High :
Low:

33.0
19.6

26.3
14.3

24.5
17.6

25.5
20.8

27.6
23.4

300
25.0

33.1
25.5

33.5
23.9

29.3
19.7

30.3
20.1

30.0
26.3

r  l . l .

2014
LEGENDS .

1.00 x Dividends 9 sh
divided Hg Qnleres Rate
Relative ume Strength

Ogtionsz Yes . .
haded area: poor recession

Latest reresslhn began 12/07

ll .11111.

I

l l
I '"1

1 I
I

l"l11 11111
I

|  I

|I II
|

nag '¢ | •
•

ea |
% Tot RETURN2/10

THIS
STOCK

32.2
1 1

2 6 0

VLARITH.
INDEX

101 .8

0 8

30.1

1 yr.
s yr.
5 yr

12
8
4

Pement
shares
traded

I I I I
.
I ,II Ill

b

I I I I
i l l
III

I
I III
I HIII

II
I

illIll
IHM11 I III I

2000 2001 2002 2004 2005
26.61

3.01

1.03

1.14

35.36

s.0a

1.47

1.16

22.82

3.39

1.45

1.1a

46.50

2.91

1.58

1.22

61.75

3.90

1.72

1.24

2.36

12.28

2.77

14.31

3.17

13.75

3.03

18.05

4.14

19.90

a1.95 40.19 41.68 62.80 80.54

18.9

1.23

5.9%

15.6

. t o

5.1%

1 5 2

.83

5.4%

15.9

.as

4.9%

1s.1

.ea

4.5%

850.2

32.2

1442.3

56.1

950.8

59.1

2920.0

86.2

4973.3

135.B

36.1%
8.8%

37.3%

3.9%

37.1%

6.3%

37.4%

3.0%

37.7%

2.7%

48.1%

51.9%

54.3%

45.7%

53.9%

46.1%

43.2%

56.8%

57.7%

42.3%

155.1

9a2.a

6.5%

1276.3

1335.4

5.9%

1243.7

1300.3

6.8%

1994.8

1122.5

5.8%

3785.5

3374.4

5.3%

8.2%
8.2%

9.6%

9.6%

10.4%

10.4%

7.6%

7.6%

B.5%

B.5%

.n I ll I III
|. 1..1 ,.ll I I I'

II

Energas. In 1983

At nos Energys history dates back to
1906 in the exes Panhandle. Over the
years, through various mergers, it became
pan of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division

, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name ro At nos in 1988. At nos acquired
Trans Louisiana Gas in 1986, Wester Ken-
tucky Gas unmy in 1987, Greeley Gas in
1993, UnitedCities Gas in 1997, and others.

CAPITAL STRUCTURE as of 12131108
Total Debt S2349.3 mill. Duo In 5 Yr $685.0 mill.
LTDom $21595 mill. LT Intonest $130.0 mill.
(LT interest named: 2.8x_ meal interest
coverage: 2.8x)
Lenses. Uncapltallzed Annual rentals $17.8 mill.
Pad Stock None
Pension Assets-9/09 $301 .1 mill.

Obllg. Saa0.0 mill.
Common Stock 93,054,189 she.
as ol1I2BI1ll
MARKET CAP: sz.e bllllon (Mid Cap)

2009 12131/092001

111.2
717.7
828.9
207.4

72.7
457.3
737.4
416%

174.8
1111 .a
1286.6
578.8
189.8
413.8

1182.4
435%

4s.1
1238.4
1285.1
395.4
351.3
460.4

1201.1
450%

CURRENT POSITION
($ulLL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

ANNUAL RATES
d change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '07-'09
lb '1a-'15

.5%
4. 5%
5.5%
2. 0%
3.5%

Past
10 Yrs.

9.5%
3.5%
4.0%
2.0%
7.0%

Past
5 Yrs.
10.0%
6.0%
4.5%
1.5%
7.0%

Flscal
Y¢ar
Ends

QUARTERLYREVENUES (S mill.) A
Da c 3 1  Ma r . 3 1  J u n . 3 0 Sep.30

Full
Fiscal
Year

2007
2008
2009
2010
2011

ls02.s 2075.6 1218.2 1002.0
1657.5 2484.0 1639.1 1440.7
1716.3 1821.4 780.8 650.6
1292.9 1650 900 757.1
(065 1135 1045 855

5898.4
7221 .3
4969.1
46o0
4sa0

Flscal
Year

Ends
EARNINGS PER SHARE A I E

Dec.31 Mar.31 Jun.30 Sep.30
Full

Fiscal
Year

2001
zone
2009
2010
2011

.97

.82

.83

1.00

. 9 7

1.20
1.24
1.29
1.32
1.36

d.15
d.07

.02

.05

.03

d.05
.02

d.17

11.12

d .01

1.94
2.00
1.97
2.25
2.35

Cal-
endar

QUARTERLY DNIDENDSPAID Cl
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

goos

2001

2008

2009

2010

.315

.32

.325

.33

.315

.32

.325

.ea

.oz

.325

.ea

.335

.315

.oz

.325

.33

.335

1.27
1.29
1.31
1.33

2003
54.39

3.23

1.11

1.20

3.10

16.66

51.48

13.4

.76

5.2%

2799.9

79.5

37.1%

2.8%

50.2%

49.8%

1721.4

1516.0

6.2%

9.3%

9.3%

200s
75.27

4.26

2.00

1.26

5.20

20.16

81.74

13.5

.73

4.7%

8152.4

162.3

37.6%

2.6%

57.0%

43.0%

3828.5

3629.2

6.1%

9.8%

9.8%

2007 2008
ss.0a

4.14

1.94

1.2B

79.52

4.19

2.00

1.30

4.39

22.01

5.20

22.60

89.33 90.81

15.9

.84

4.2%

13.6

.oz

4.8%

5898.4

110.5

7221.3

180.3

35.8%

2.9%

38.4%

2.5%

52.0%

48.0%

50.8%

49.2%

4092.1

3835.8

5.9%

4172.3

4136.9

5.9%

8.7%

8.7%

8.8%

a.a%

2009
53.69

4.29

1.97

1.32

5.51

23.52

92.55

12.5

.82

5.3%

4969.1

179.1

34.4%

3.6%

49.9%

50.1%

4346.2

u a 9 . 1

5.9%

8.3%

a.a%

2010 2011 VALUE LINE PUB. INC

40.95

4.70

2.25

1.34

50.00

4.90

2.35

1.ss

Revenues per sh *

"Cash Flow" vet sh

Eamlngs per sh A U

Dlv'ds DecI'd per sh Cl

s u e

5.40

2.10

1.45

5.60

24.50

5.70
24.95

Cap'l Spending per sh
Book Value per sh

6.70
27.80

94.00 96.00 Common Sh:0ulst'g ° 110.00
sou nu

W1VI
m M

ans In
Llnc
Nu

Avg Ann'I pis Ratio

Rslatlvo PIE Ratio

Avg Ann'I Dlv'd Yleld

13.0

.85

4.1%

4soo

210

a m
225

Revenues($milI) A
nm mm(sum)

7500
ala

38.5%

4.6%

315%
4.7%

Income Tax Rate
in  mm M a  in

40.5%

4.0%

49.0%

51.0%

49.0%

51.0%

Long-Term Debt Ratio

Common Equlty Rollo

49.0%

51.0%

4520

4145

6.0%

4700

5050

6.5%

Tool Capital ($miII)

Not Plant ($mIII)

Recur on Total Clp'l

s a w

6100

6.5%

9.0%

9.0%

9.5%

9.5%

Rnum on Shr. Equity

Recur on Com Equity

10.0%

10.0%
NMF

112%

2.1%

79%

1.9%

82%

2.8%

70%

1.7%

77%

2.3%

73%

3.6%

63%

3.0%

65%

3.1%

65%

2.7%

68'/u

3.5%

60%

4.0%

51%

Rotalnsd to Com Eq

All Div'ds to Net Prof

4.5%

53%

BUSINESS: At nos Energy Corporation is engaged primarily in the
distribution and sale d natural gas to over three million customers
via six regulated natural gas utility operations: Louisiana Division,
West Texas Division. Mid-Tex Division, Mississippi Division,
Colorado-Kansas Division, and Kentud<yIMid-States Division. Com-
bined 2009 gas volumes: 282 MMd. Breakdown: 57%, residential,

32%, oommerdal_ 7%, industrial, and 4% other. 2009 depredation
rate 3.6° A. Has around 4,700 employees. Olticers and directors
own approximately 1.6% of common stop (12109 Proxy). Charmian
and Chief Exertive Officer. Robert w. Best. Incorporated: Texas.
Address: P.O. Box s5020s. Dallas. Texas 75265. Telephone: 912-
934-9227. Internet: wvvw.atmosenergy.com.

S

rate of growth due to the difficult com
Paulson.
Steady, though unexciting, *=="=*"§.=
gains appear to be in store for t e
compare in the next three to five
{°=*t=- e utility is one of the nation's
arrest natural gas-only distributors, now
sewing over three million customers
across 12 states. Moreover, the unrc u-
lated cements (contributing between 8%
and 35 to net income annually on a his-
torical basis) possess healthy prospects.
Lastly, management may return to its suc-
cessful strategy; of purchasing less-efficient
utilities and ring up their profitability
through expense reduction initiatives, rate
relief, and aggressive marketing. (Future
acquisitions are excluded from our figures,
however.) In At nos' current configuration,
annual share-net growth could be in the
mid-single-digit range over the 2013-2015
period.
On a risk-adjusted basis, total return
potential is appealing. Meanwhile,
these good-quality shares are ranked to
perform in line with the broader market in
the year ahead.
Frederick L. Harris, III A/larch 12, 2010

Athos Energy got off to a strong start
in fiscal 2010, which ends on Septem-
ber 30th, as first-quarter earnings per
share were around 20% higher than the
year-earlier tally. For one thing, the natu-
ral gas marketing segment enjoyed a sub-
stantial increase in unrealized margins,
brought about, to a certain extent, by a
narrowing of spreads between current
cash prices and forward natural gas
prices. Furthermore, results for the natu-
ral gas utility were aided partially by
higher rates in the Mid-Tex, Louisiana.
and West Texas service areas. That unit
also benefited from a 7% rise in through-
put. as colder temperatures boosted con
gumption. Finally, the regulated transmit
Zion and storage operation experienced a
drop in operating expenses because of a
decreased level of pipeline maintenance
activity
We expect the momentum to continue
during the remaining three quarters.
As a result, the bottom line stands to ad-
vance about 14%. to $2.25 a share, in fiscal
2010. Assuming further expansion in oper-
ating margins. share net may reach $2.35
next year. That would be a much slower

25.1
19.' Target Price Range

2013 2015

80

50
50
40

30
-25

20

15

10

7.5

"3-15

early March, June, Sept., and Dec. l Div. rein- (E) Qtrs may not add due to change in shes I Company's Financial Strength
vestment plan. Direct stock purchase plan outstanding. Stock's Price Stability
avail. Price Growth Persistence
(D) In millions. Earnings Predictability

100
(A)  F isca l year ends  Sept .  30 th.  (B)  Di luted
shes. Excl. nor rec, i tems: '00, 12¢, '03, d17¢,
'06, d18¢, '07, d2¢, '09, 12¢. Next egg. rpt. due
ear ly  May .  (C) Div idends  his tor ica lly  pa id in

© 2010, Value Line Publishing , Inc. All ii hS reserved.
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printed, electronic or other lord, sewke or product.
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NYSE-LGLACLEDEGROUP RECENT
PRICE 33.81 P/E

RATIO 13.8('m':3::s§1310 0 . 8 1
RELATIVE

PIE RATIO
DIV D
YLD 4 . 1 %

VALUE
LINE

Lurwered 215110

Raised6/20/03

TIMELINESS 5
SAFEW 2
TECHNICAL 1 Raised 2l5l10
BETA .60 (1.00=Market)

2013-15 PROJECTIONS
. Ann'l Total

Prlce Return
5 5 1 6 %
4 0 8 %

H'gh
Law

Gain

238%
Insider Decisions

to Buy
Gpiions
to Sell

A M J J A S O N D
0 2 1 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 1 0 0 0 0 0 0 1

Institutional Declsions
101009 2q2009 302009

70 71 6 0
81 81 67

11043 10569 10660

in *al
to See
Hld's(IJ00

High :
Low:

27.0
20.0

24.8
17.5

25.0
19.0

30.0
21.8

32.5
26.0

34.3
26.9

37.5
291

36.0
28.8

55.8
31 .g

48.3
29.3

34.8
30.8

.J

2014
x Dividends 9 sh

3 Inheres Rate
nee Slrenglh

LEGENDS
1,00
dlvldQd b

. Relalwe
OgUons: Yes .

haded area: pl/of recess/bn
Latest /ecesslbn began 12/07

| I. II I\! I " nf- .lllnI

lI I 11111
' n

l I ll

|

I
al l l

[ i l l I
I I ll

% TOT. RETURN 2/10
THIS

STOCK
-13.3
19.7
29.8

VL ARITH
INDEX

101 .8

0 . 8
3 0 . 1

1 yr,
3 yr
5 yr.

Percent
shares
traded

7.5
5

2.5

I

4
.
x

/VS
1

t//E
¢99"§:

»' '.i'

.vIII.. n.t1t::.
» In

..
I f

I I

I I  I I
l l  I I

lllllllllll
IIIIIIIIHI

2008
100.44

4.22

2.64

1.49

2.57

22.12

21.99

14.3

.as

3.9%

2209.0

57.6

31.3%

2.6%

44.4%

55.5%

876.1

823.2

8.1%

11.8%

11.8%

I al I I l . I I  i
I'll II iii

200s
93.51

3.81

2.37

1.40

2.91

18.85

21.36

1a.s

.73

4.3%

1997.6

50.5

32.5%

2.5%

49.5%

50.4%

798.9

763.8

8.4%

12.5%

12.5%

I I

1994 1995 199s 1997 1998 1 9 9 9 2000 2001 2002 2003
33.43

2.65

1.42

1.22

24.79

2.55

1.21

1.24

31.03

3.29

1.87

1.26

34.33

3.32

1.B4

1.30

31.04

3.02

1.58

1.32

26.04

2.56

1.41

1.34

29.99

2.68

1.37

1.34

53.08

3.00

1.51

1.34

a9.a4

2.56

1.18

1.34

54.95

3.15

1.82

1.34

2.50

12.44

2.63

13.05

2.35

13.72

2.44

14.26

2.68

14.57

2.58

14.96

2.77

14.99

2.51

15.26

2.80

15.01

2.67

15.65

15.67 17.42 17.56 17.56 17.63 18.88 18.8B 1a.aa 18.96 19.11

16.4

1.0a

5.3%

15.5

1.04

6.3%

11.9

.15

5.6%

12.5

.12

5.6%

15.5

. a l

5.4%

15.8

.90

5.8%

14.9

.97

6.6%

14.5

.74

5.7%

20.0

1.09

5.7%

13.6

J o

5.4%

2004
59.59

2.79

1.82

1.35

2.45

16.96

20.98

15.7

.83

4.7%

1250.3

36.1

34.8%

2.9%

51.6%

4a.a%

737.4

846.9

6.6%

10.1%

10.1%

2005
75.43

2.98

1.90

1.37

2.84

17.31

21.17

16.2

.es

4.4%

1597.0

40.1

34.1%

2.5%

4a.1%

51.8%

101.9

679.5

7.6%

10.9%

10.9%

2007
93.40

3.87

2.31

1.45

2.12

19.79

21.65

14.2

.15

4.4"/n

2021.6

49.8

33.4%

2.5%

45.3%

54.6%

1a4.5

793.8

8.5%

11.6%

11.6%

2009
85.49

4.56

2.92

1.53

2.36

23.32

22.17

13.4

.88

3.9%

1895.2

64.3

33.6%

3.4%

42.9%

57.1%

906.3

855.9

8.7%

12.4%

12.4%

2010 2011 VALUE UNE PUB.. INC

72.90

4.15

2.45

1.57

76.10
4.35
2.60
1.51

Revenues per sh
"Cash Flw' psi sh
Eamings w sh * |
Div'ds Ded'd per sh °I

9s.15
5.20
3.00
1.75

2.45

23.90

a s s

24.30

Cap'I Spending per sh

Book Value w sh °

3.15

27.70

22.50 23.00 Common She 0utst'g E 26.00

load lag
W m
n rln

-1- Ill
Um
:tn

Avg Ann'l PIE Ratio
Relamiwe PE Ratio
Avg Ann'l Div'd Yleld

16.0

1.05

1 7 %

1640

55.0

1750
50.0

Revlnuos l$miII) *
nu pram (smlm

2500

80.0

35.0%

3.4%

35.0%

8.4%

Income Tax Rats

Net Proflt Margin

35.0%

1 2 %

42.5%

57.5%

4 1 0 %

51.0%

Long-Term Debt Ratio

Carmon Equity Ratio

47.0%

53.0%

ass
a70

n o

915

Tool Capltal ($mIII)

NM Play ($mIII)

1360

1230

7.0%

10.0%

10.0%

7.5%

10.5%

10.5%

Recur onTotal Cap'I
Rut um on Shr.Equlty
Recur on Com Equity

7.5%

11.0%

11.0%

CAPITAL STRUCTURE as °f 12/31/09
Tool Debt $509.5 mill. Duo In 5 Yrs $180.0 mill.
LT Debt $364.3 mill. LT Interests20.0 mill.
(Total interest coverage: 4.3x)

Leases, Uncapitalized Annual rentals $.9 mill.
Pension Assets-9/09 $223.7 mill.

ohio. $378.0 mill.
pm Slack None
Common Shack 22,262,436 she.
as M1rzs/10

MARKET CAP: $150 million (Small Cap)

200s 2009 12131109

14.9
547.0
561.9

CURRENT POSITION
(sulLy)

Cash Assets
Other
Current Assets

80.0
396.7
476.7

74.6
294.2
368.8

135.1
145.2
121.5
407.8
400%

12.a
129.8

96.5
299.1
420%
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BUSINESS: Laclede Group, Inc.. is a holding company for Laclede
Gas, which distributes natural gas in easter Missouri, inducing the
city of SL Louis, St. Louis County, and parts of 10 other counties.
Has roughly 630.000 arslomers. Purchased SM&P Utility Re-
sources. 1/02, uivemd, arcs. Therms :ad and transported in fiscal
2009: 1.01 mm. Revenue mix for regulated operations: residential,

65%' commercial and industrial, 24%: transportation 1%: other
10%. Has around 1,162 employees. Othcers and directors own ap-
proximately 8% of common shares (1/10 proxy) Chairman, cheer
Exeotrtn/e Olhcer, and President: Douglas tr. Yaeger. Incorporated:
Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-
ephone: 314-342-0500. Internet: .thelacIedegroup.com.

Lac lede  Group 's  sha re  ne t  p lummeted
2 1 %  in  t h e q u a r t e r
2010 ,  compared  to
¥" '  e a r l i e r .

he

i ce  t o  i t s  cu s t o m e r s .  O f  co u r se ,  t h e r e  i s  n o
g u a r a n t e e  t h a t  t h e  m e a s u r e  w i l l  b e  a p -
p r o v e d ,  o r  t h a t  t h e  f u l l  a m o u n t  r e q u e s t e d
w i l l  be  r ece ived .
T h e  c o m p a n y  s t a n d s  t o  r e g i s t e r  u n -
s p e c t a c u l a r  r e s u l t s  i n  t h e  c o m i n g
t h r e e  t o  f i v e  y e a r s .  T h e  c u s t o m e r  b a s e
f o r  L a c l e d e  G a s  w i l l  p r o b a b l y  c o n t i n u e  t n
e xp a n d  a t  a  m o d e r a t e  r a t e .  s i n ce  t h e  se r v -
i c e  t e r r i t o r y  i s  i n  a  m a t u r e  p h a s e .  L a c l c d c
E n e r g y  R e s o u r c e s  o f f e r s  p r o m is i n g  g r o w t h
o p p o r t u n i t i e s ,  b u t  h a s  c o n t r i b u t e d  j u s t  a
s m a l l  p o r t i o n  t o  t o t a l  p r o f i t s  u n  a  h i s t o r i -
ca l  b a s i s .  A  m a jo r  a cq u i s i t i o n  co u ld  h e lp  t o
o f f s e t  t h i s ,  b u t  i t  s e e m s  t h a t  m a n a g e m e n t
h a s  n o  s u c h  p l a n s  i n  t h e  w o r k s .  a t  t h i s
_9`ll1Ct\.lll€.

h e  g o o d - q u a l i t y  s t o c k  o f f e r s  a  g e n e r -
o u s  a m o u n t  o f  c u r r e n t  d i v i d e n d  i n -
co m e ,  w h i ch  i s  w e l l  co ve r e d  b y  t h e  co m p a -
n y ' s  e a r n i n g s .  B u t  o u r  p r o j e c t i o n s  i n d i c a t e
t h a t  a d d i t i o n a l  i n c r e a s e s  i n  t h e  d i s t r i b u -
t i o n  w i l l  b e  m o d e r a t e .  T h a t  i s  l a r g e l y  b e -
c a u s e  o f  t h e  u t i l i t y ' s  u n e x c i t i n g  e x p a n s i o n
prospects. M e a n w h i l e . t h e sh a r e s o f
L a c l e d e  a r e  r a n k e d  5  ( L o w e s t )  f o r  T i m e l i -
ness.
F r e d e r i c k  L .  H a r r i s ,  I I I M a r c h  1 2 ,  2 0 l O

open ing o f  f i s c a l
t h e  s a m e  p e r i o d  a

( Year s  end  Sep tember  30 th . )
s h o r t f a l l  o c c u r r e d  p r i m a r i l y  b e c a u s e

L a c le d e  E n e r g y  R e so u r ce s  su f f e r e d  f r o m  a
s u b s t a n t i a l  r e d u c t i o n  i n  m a r g i n s  o n  s a l e s
o f  n a t u r a l  g a s ,  r e f l e c t i n g  n a r r o w e r  p r i c e
d i f f e r en t ia ls .  On  a  pos i t i ve  no te .  r esu l t s  f o r
L a c l e d c  G a s  w e r e  b o o s t e d  n i c e l y  b y  t h e
s a l e  o f  p r o p a n e  i n  t h e  w h o l e s a l e  m a r k e t ,
a n d ,  t o  a  l e sse r  d e g r e e ,  h i g h e r  n e t  i n ve s t -
m e n t  i n co m e .
W e  e x p e c t  m o r e  o f  t h e  s a m e  d u r i n g
t h e  r e m a i n d e r  o f  t h e  y e a r .  C o n s e q u e n t -
l y ,  t h e  c o m p a n y ' s  b o t t o m  l i n e  f o r  f i s c a l
2 0 1 0 ,  a s  a  w h o l e ,  s t a n d s  t o  d r o p  a b o u t
16% ,  t o  $2 .45  a  sha r e .  Bu t  assum ing  a  be t -
t c r  p e r f o r m a n c e  f r o m  L a c l e d e  E n e r g y  R e -
s o u r c e s ,  s h a r e  n e t  m a y  a d v a n c e  6 %  t o
$ 2 . 6 0 ,  t h e  f o l l o w i n g  y e a r .  N o t e  t h a t  o u r
f i g u r e s  d o  n o t  i n c l u d e  a  p e n d in g  r a t e  c a s e
(discussed below) .
A  r a t e  c a s e  w a s  f i l e d  w i t h  t h e  M i s -
s o u r i P u b l i c S e r v i c e C o m m i s s i o n .
L a c l e d e  s e e k s  a  n e t  r e v e n u e  i n c r e a s e  o f
$ 5 2 . 6  m i l l i o n  a n n u a l l y ,  t o  h e l p  o f f s e t  t h e
r i s i n g  c o s t s  o f  p r o v i d i n g  n a t u r a l  g a s  s e r v -

25.5
21.3 Target Price Range

2013 2015
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"3-15

Company's Financial Strength
Stoek's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A Fiscal year ends Sept. 30th. actions: '08, 94¢. Next earnings report due late charges. In '09: $488.3 mill., $22.03lsh.
(B Based on average shares outstanding thru. April. (C) Dividends historically paid in early (E) In millions.
'97, then diluted. Excludes nonrecurring loss: January, Apri l, July, and October. l Dividend (F) Qtly. egg. may not sum due to rounding or
'06, 7¢. Excludes gain from discontinued oper- reinvestment plan available. (D) Incl. deferred change in shares outstanding.
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CAPITAL STRUCTURE as M12/:woo
Tool Debt $ase.4 mill. Due in 5Yrs $157.7 mill.
LT Debt $438.4 mill. LT Interest$15.8 mill.
Ind. $9.9 mill. capitalized leases.
(LT interest eamad: 7.5x; total Interest coverage:
7.5x)
Pension Assets-9/08 $100.6 mill.

Obllg.$133.8 mill.
PM Stock None

Common Stock41,417,220 she.
as d2/2110
MARKET CAP' $1.5 billion (Mid Cap)
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BUSINESS' New Jersey Resources Corp. is a holding company
providing relaillvMolesale energy secs. to customers in New Jersey,
and in states from the Gulf Coast to New England, and Canada.
New Jersey Natural Gas had about 486,529 wstcmers at 9/30/09
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal
2009 volume: 133 be. at. n. (5°/» Tim, 95% interruptible industrial

and electric utility, 3% off-system and capacity release). n.J. Natu-
ral Energy subsidiary provides unregulated retaiIMhdesale natural
gas and related energy svxx. 2009 dap. rate: 2.2%. Has 613 employ.
Ofl.ldir. own about 1.5% of common (12I09 Proxy). Chrmn., CEO,
a Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road,
Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njresouroes.com.

T h e s e  s h a r e s
s e e k i n g  a c c o u n t s ,

e n d  h i e .

M a r c h  1 2 _  2 0 1 0

N e w  J e r s e y  R e s o u r c e s  p o s t e d  l o w e r -
t h a n - e x p e c t e d  t o p - a n d  b o t t o m - l i n e  r e -
s u l t s  f o r  t h e  D e c e m b e r  i n t e r i m .  B o t h
t h e  u t i l i t y  a n d  n o n u t i l i t y  o p e r a t i o n s  e x p e -
r i e n c e d  d e c l i n i n g  r e v e n u e s .  T h i s  s t e m m e d
f r o m  l o w e r  t r a n s p o r t a t i o n  v o l u m e s ,  a n d
w e a k  d e m a n d  a s  a  r e s u l t  o f  o v e r s u p p l y ,
p a r t i c u l a r l y  i n  t h e  N o r t h e a s t .  H o w e v e r ,
s t r a t e g i c  i n i t i a t i v e s  h e l p e d  t o  r e d u c e  e x -
p c n s e s a n d m o d e r a t e t h e e f f e c t s o f
d i m i n i s h e d  v o l u m e s  o n  p r o f i t a b i l i t y .  T h o s e
c o s t  c u t s  b o o s t e d  c o n t r i b u t i o n s  f r o m  t h e
N e w  J e r s e y  N a t u r a l  G a s  ( N J N G )  u n i t .
A n d  t h e  m i d - s t r e a m  a s s e t  d i v i s i o n  g o t  a
s i g n i f i c a n t  b o o s t  i n  e a r n i n g s ,  r e f l e c t i n g  t h e
c o m m e n c i n g  o f  o p e r a t i o n s  a t  t h e  S t o c k m a n
R i d g e  f a c i l i t y .  S t i l l ,  c o u p l e d  w i t h  a  w e a k
s h o w i n g  a t  t h e  N J R  E n e r g y  S e r v i c e s  u n i t ,
t h e  b o t t o m  l i n e  f e l l  1 4 . 3 %  d u r i n g  t h e  f i r s t
f i s c a l  q u a r t e r  o f  2 0 1 0 .  H o w e v e r ,
W e  h a v e  l e f t  o u r  2 0 1 0  ° = ' " " * " g =  e s -
t i m a t e  u n c h a n g e d  f o r  t h e  t i m e e i n g .
S o l i d  c o n t r i b u t i o n s  f r o m  N J N G  a s  a  r e s t  t
o f  n e w  c u s t o m e r  a c c o u n t s  ( a b o u t  l , 4 4 ( )  s o
f a r  t h i s  y e a r )  a n d  b e n e f i t s  f r o m  t h e  S t e c k -
m a n  R i d g e  s t o r a g e  f a c i l i t y  a r e  a n t i c i p a t e d ,
p u t t i n g  n o r  e a r n i n g s  t a r g e t  w i t h i n  r e a c h .
A l s o ,  w e  h a v e  i n t r o d u c e d  a  2 0 1 1  s h a r e - n e t

e s t i m a t e  o f  $ 2 . 7 5  a  s h a r e .
T h e  b a l a n c e  s h e e t  i s  s u p p o r t i v e .  C a s h
r e s e r v e s  f e l l  a l m o s t  7 2 %  d u r i n g  t h e  D e -
c e m b e r  p e r i o d .  T h i s  w a s  l i k e l y  a  r e s u l t  o f
s t o c k  a n d  d e b t  r e p u r c h a s e s .  O v e r  t h a t
t i m e f r a m e .  t h e  b o a r d  o f  d i r e c t o r s  v o t e d  t o
i n c r e a s e  t h e  e x i s t i n g  s h a r e - r e p u r c h a s e
a g r e e m e n t  b y  t w o  m i l l i o n  s h a r e s .  b r i n g i n g
t h e  t o t a l  a u t h o r i z a t i o n  t o  8 . 7 5  m i l l i o n .
S i n c e  t h e  i n c e p t i o n  o f  t h e  p l a n  i n  1 9 9 6 ,
N J R  h a s  b o u g h t  b a c k  a b o u t  6 . 5  m i l l i o n
s h a r e s .  M e a n t i m e ,  t h e  c o m p a n y  t r i m m e d
i t s  d e b t  l o a d  r o u g h l y  4 % .  T h i s  m o v e  s h o u l d
h e l p  t o  m i n i m i z e  i n t e r e s t  e x p e n s e s .

m a y  a p p e a l  t o  i n c o m e -
d u c  t o  a  r e c e n t .  d i v i -

T o o ,  t h e  t o p  r a n k  f o r  S a f e t y )  a n d
h i g h  m a r k  f o r  P r i c e  S t a b i l i t y  w i l l  p r o  a b l y
a p p e a s e  e v e n  t h e  m o s t  c o n s e r v a t i v e  i n v e s t
t o r s .  H o w e v e r ,  t h e  r e c e n t  s i d e w a y s  p r i c e
m o v e m e n t  a n d  l a c k l u s t e r  e a r n i n g s  f i g u r e s
h a v e  r e s u l t e d  i n  a  b e l o w - a v c r a v e  T i m e l i -
n e s s  r a n k .  T h u s .  w e  l o o k  f o r  I \ l . I R  t o  l a g
t h e  b r o a d e r  m a r k e t  i n  t h e  y e a r  a h e a d .
G r o w t h  i n  n e w  h o o k - u p s  i s  s t i l l  p o s i t i v e ,
b u t  i s  s l o w e r  t h a n  i t  w a s  d u r i n g  l a s t
d e c a d e ' s  r e a l  e s t a t e  b o o m .
B r y a n  J .  F o n g
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(B) Diluted earnings. Qtly egg may not sum to April, July, and October.l

(D) Includes regulatory assets in 2009: $391.0

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in early January, million, $921lshare.

Dividend reinvest- (E) In millions, adjusted for splits.
total due to change in shares outstanding. Next went plan available. (F) Restated.
earnings report due late April.
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58.62

7.32

2.97

1.56

4.a1

22.93

45.25

11.8

.78

5.3%

2652.1

135.5

32.5%

5.1%

32.4%

67.6%

1535.9

2939.1

10.0%

13.1%

13.1%

I I I
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1994 1995 1996 1997 1998 1999 z000 z001 2002 2003

31.23

4.11

2.01

1.25

29.42

4.19

1.96

1.28

37.39

4.97

2.42

1.32

41.33

5.29

2.55

1.40

30.84

5.21

2.31

1.48

34.45

5.59

2.57

1.54

50.52

6.16

2.94

1.65

57.30

5.41

3.01

1.76

43.11

6.03

2.88

1.B4

80.46

5.37

2.11

1.86
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13.26

3.12

13.67

2.42

14.14
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16.55
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.78

4.4%
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2004
62.12

6.00

2.22

1.85

4.32

16.99

44.10
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.84

5.3%

2139.1

98.1

31.8%

3.6%

39.8%

60.1%
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13.1%

13.1%
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2a.a%

3.0%
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12.5%

12.5%

2 0 0 6
65.92
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2.a7

1.85

4.11

19.43

44.90

15.0

.51

4.3%

2960.0

128.3

26.3%

4.3%

36.3%

63.7%

1310.7

2714.1

10.9%

14.7%

14.7%

2007
69.20

6.96

2.98

1.86

3.77

20.58

45.90

15.0

.80

4.2%

3176.3

135.2

26.6%

4.3%

30.9%

69.0%

1368.0

2757.3

11.2%

14.3%

14.3%
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2.63
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5.54

21.55

45.13

15.1

.91

4.7%

3776.6

119.5

27.0%

3.2%

31.5%

68.4%

1421.1

2858.6

9.7%

12.3%

12.3%
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16.0

1.05

3.9%

2750

125

2850

205

Revenues ($milI)

nu pmfn (small)

3500

150

27.0%

4.6%

27.0%

5.0%

Income Tax Rats

Nr! Profi t Margin

27.0%

1.3%

32%

68%

28%

72%

Long-Term Debt Ratio

Common Equity Ratio

24%

76%

1575
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raw Capital ($mill)
nu play($mlII)

1750

3650

9.0%

11.5%
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12.5%

12.5%

Recur on Total Cap'I

Rdum on Shi. Equity

Recur on Com Equlty

9.5%

11.5%

11.5%

CAPlrAL STRUCTURE u of 12/31/09
Tool Debt $992.9 mill. Due in 5 Yr $569.0 mill.
LT Debt s49a.a mill. LT Intense ss.s mill.
(Total interest coverage: 6.1x)

Pension Assets-12/09 $364 mill. Oblig. says mill.

Pfd Stock $.1 mill. Ha Div'd None

Common Stock45,24s_1 ea shares
as Of 2/17/10
MARKET CAP: $1.9 billion (Mid Cap)

2007 z00a 12/31/09

95.5
1243.4
1338.9
411 .3
789.9
466.8

1665.0
461%

91 .9
931.9

1023.8
564.5
350.0
227.9

1142.4
543%

CURRENT POSITION
(sulLy)

Cash Assets
Other
Current Assets
Aids Payable
Debt Due
Other
Current Uab.
Flx. Chg. Cov.

133.7
869.6

1003.3
353.9
494.0

_320.2
1168.1
569%

P u t
s Yr.
5.0%
4.0%
3.5%

ANNUAL RATES
d dlanga(per sh)
Revenues
"CashFlow"
Eammgs
Dmdands
Book Value

Past
10 Yrs.

7.0%
3.0%
1.5%
2.5%
3.0% 5.0%

E$l'd '07-'09
Eu '1a.-1 s

1.5%
3. 5%
2.5%

Nil
5. 0%

Cal-
cndar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun.30  Sep.30 Dec.31
Full
Year

20o1
200B
2009
2o10
2011

556.9
699.8
447.6
465
475

365.2 919.5
440.3 1040.8
325.6 768.1
340 120
350 850

13341
15951
l110.B
1125
1175

3176.3
3776.6
2652.1
2150
2850

Cal-
ondar

EARNINGS PER SHARE A
M1r.31 Jun.30 Sep.30 Dcc.31

Full
Year

2001
2000
2009
2010
2011

.32

.03

.30

.35

.40

.40

.64

.50
.50
.56

1.22
1.05
1.21
1.00
1.14

1.04
.91
.96
.90

1.00

2.98
2.63
2.97
2.75
3.10

Cal-
andar

QUARTERLY DMDENDS PAID I I

IAar.31 JUn.30 Sep.30 Dcc.31
Full
Your

2006

20o1

goos

200s

2010

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

.465

1.86
1.86
1.86
1.86

2298.1

136.4

2544.1

1as.a

1897.4

12a.0

2662.7

93.1

34.8%
5.9%

33.5%

5.4%

31.0%

6.7%

35.2%

3.5%

32.7%
ssh%

37.8%

61.7%

35.1%

64.5%

39.6%

60.3%

1061.2

1729.6

1180.1

1768.8

1128.9

1796.8

1251.5

24a4.2

13.7%

19.1%

19.2%

12.3%

18.6%

18.7%

12.2%

17.5%

17.5%

8.3%

12.3%

12.3° /»

8.5%
56%

7.9%

58%

6.5%

63%

1.5%

88%

2.1%
w s

2.3%

81%

52%
65%

5.4%

s2%

3.6%

71%

4.9%

63%

4.0%

67%

sox
60%

Rnainod to Com Et
All Div'ds to Net mf

5.0%

56%

include Tropical Shipping subsidiary and several energy related
ventures. Divested oil and gas E&P, 6/93. Has about 3,900 employ-
ees. Olhcersldirectors own about 2.2% of common stock (3109
proxy). Chairman and Chief Executive Officer: Russ Strobel. In-
corporated: Illinois. Address: 1844 Ferry Road. Napewille, illinois
60563. Telephone: 630-305 9500. Internet: www.nioor.com.

BUSINESS: moor Inc. is a holding company with gas distnbution as
its primary business. Serves over 2.2 million mstomers in norlhem
and western Illinois. 2009 gas delivered: 475.9 Bet, ind. 211.1 Ba
from transportation. 2009 gas sales (258.8 cf): residential, 78%.
commercial, 20%; industrial, 2%. Principal supplying pipelines: Nat-
ural Gas Pipeline. Horizon Pipeline. and TGPC. Current operations

a p p r o v e d d e b t  r e c o v e r y
c  a n i s e . imp lemen ted

M a r c h  1 2 ,  2 0 1 0

N i c o r ' s  g a s  d i s t r i b u t i o n  b u s i n e s s  h a s
a l l o w e d  i t  t o  s u s t a i n  g o o d  b o t t o m - l i n e
m o m e n t u m .  T h e  u t i l i t y  r e p o r t e d  e a r n i n g s
o f  $ 1 . 2 1  a  s h a r e  i n  t h e  D e c e m b e r  p e r i o d .
M a n a g e m e n t  a t t r i b u t e d  t h e  b e t t e r - t h a n -
e x p e c t e d  s h o w i n g  t o  s t r o n g  p e r f o r m a n c e s
i n  t h e  a f o r e m e n t i o n e d  b u s i n e s s  a n d  i t s
o t h e r  e n e r g y - r e l a t e d  o p e r a t i o n s .  M o r e o v e r ,
t h e  r e c e n t  r a t e  r e l i e f  h a s  p r o v i d e d  a  b o o s t
t o  r e s u l t s  i n  r e c e n t  m o n t h s .  W h a t ' s  m o r e .
t h e c o m p a n y  l o c k e d i n  s o m e  p r o f i t s
t h r o u g h  i t s  i n v e s t m e n t  i n  e n e r g y  p r i c e s .
H o w e v e r ,  t h e  s h i p p i n g  s e g m e n t  t u r n e d  i n
w e a k  r e s u l t s  d u e  t o  l o w e r  v o l u m e s  a s  a  r e -
s u l t  o f  t h e  w e a k n e s s  i n  t h e  g l o b a l  e c o n o -
m y .  F o r  t h e  f u l l  y e a r ,  N i c o r  r e p o r t e d  s h a r e
n e t  o f  $ 2 . 9 7 ,  w h i c h  w a s  i m p r e s s i v e  g i v e n
t h e  t o u g h  o p e r a t i n g  e n v i r o n m e n t .
T h e  I l l i n o i s  C o m m e r c e  C o m m i s s i o n

a  b a d m e -
T h e  c o m p a n y a n

i n s t r u m e n t  t h a t  a l l o w s  i t  t o  a n n u a l c o l -
l e c t  t h e  d i f f e r e n c e  b e t w e e n  i t s  b a d  d e f  e x -
p e n s e  a n d  a  p r e d e t e r m i n e d  b e n c h m a r k ,
w h i c h  i s  p a y a b l e  i n  t h e  f o l l o w i n g  y e a r .
T h i s  y e a r  N i c o r  w i l l  r e c o v e r  $ 3 2  m i l l i o n  f u r
b a d  d e b t  f r o m  p r e v i o u s  y e a r s .  I n v e s t o r s
s h o u l d  n o t e  t h a t  w e  w i l l  b e  e x c l u d i n g  t h i s

n u m b e r  f r o m  o u r  e s t i m a t e s .
T h e  c o m p a n y ' s r e s p e c t s  f o r  2 0 1 0  a p -
p e a r  s u b p a r .  v ~ ) ' Z  l o o k  f o r  s h a r e  n e t  t o
p u l l  b a c k  i n  t h e  y e a r  a h e a d .  T h e  g a s  d i s -
t r i b u t i o n  b u s i n e s s  s h o u l d  c o n t i n u e  t o  e r -
f o r m  w e l l .  H o w e v e r ,  w e  e x p e c t  t h e  s h i p
p i n g  b u s i n e s s  a n d  t h e  c o m p a n y ' s  o t h e r
e n e r g y - r e l a t e d  o p e r a t i o n s  t o  f a l l  s h o r t  o f
t h e i r  2 0 0 9  p e r f o r m a n c e .  A c c o r d i n g l y ,  w e
e s t i m a t e  e a r n i n g s  w i l l  d e c l i n e  7 %  t o  $ 2 . 7 5
a  s h a r e .  A d d i t i o n a l l y ,  w e  a r e  i n t r o d u c i n g
n o r  s h a r e - n e t  t a r g e t  f o r  2 0 1 1 .  W e  l o o k  f o r
t h e  b o t t o m  l i n e  t o  r e b o u n d  t o  $ 3 . 1 0  a
s h a r e  a s  t h e  s h i p p i n g  b u s i n e s s  s h o u l d  i m -
R o v e  a l o n g  w i t h  t h e  g l o b a l  e c o n o m y .

i c o n  s t o c k  o f f e r s  a n  a t t r a c t i v e  d i v i -
d e n d  y i e l d .  I n d e e d .  C A S '  y i e l d  ( 4 . 4 % )  i s
j u s t  a b o v e  a v e r a g e  f o r  a  n a t u r a l  g a s  u t i l i -
t y .  T h u s ,  i n c o m e - o r i e n t e d  a c c o u n t s  m a y
w a n t  t o  t a k e  a  l o o k  h e r e .
T h a t  s a i d ,  t h i s  e q u i t y  i s  r a n k e d  t o
t r a c k  t h e  m a r k e t  o v e r  t h e  c o m i n g  s i x
t o  1 2  m o n t h s .  W h a t ' s  m o r e ,  i t  h a s  b e l o w -
a v e r a g e  t o t a l - r e t u r n  p o t e n t i a l  a t  p r e s e n t .
T h e r e  o r e ,  w e  r e c o m m e n d  m o s t  i n v e s t o r s
s t a y  o n  t h e  s i d e l i n e s  u n l . i l  p r o s p e c t s  i m -
p r o v e .
R i c h a r d  G a l l a g h e r

42.4
34,0 Target Price Range

2013 2014 2015
120
100
80
64

48

32

ZN
20
16

12

. 3-15

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
'98, 11¢, '99, 5¢, '00, ($1.96). '01, 16¢, '03,
(27¢), '04, (52¢), '05, 80¢, '06, (17¢), '07 (13¢). May, August, November. I Dividend reinvest-

Value Line Publishing, All rights reserved. Factual material is obtained from sources believed lo be reliable and is provided without warranties or Ag; kind.
THE PUBLISHER is NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use. 0 pan i

service or product.

(A) Based on primary earnings thru. '96, then Excl. items from discontinued ops.: '93, 4¢, '96, went plan available. (C) In millions.
diluted. Excl. nonrecuMng gains(loss): '97, 6¢, 30¢. Next egg. report due late April.

(B) Dividends historically paid mid February,

l 2010, Inc,
ThisJaublication is strictly lot subscriber's own,

of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or use for generating or marketing any printed or electronic publication,
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N.W. NAT'L GAS NYSE-NWN 45.85
RECENT
PRICE

PIE
RATIO 17.0(H:3::s§1213) 1.00RELATIVE

PIE RATI0

DIV D
YLD 3.7% VALUE

LINE
TIMELINESS 4 Lowered 3l12l10

sArETte 1 Rai5ed 3l18l05

TECHNICAL 2 Raised 2l12l10
BETA .60 (1.00=Market)

2013-15 PROJECTIONS

H'  h
Légw

. Ann'l Total
Prlce Gain Return
6 5 + 4 0 % 1 2 %
5 5 + 2 0 % 8 %

(0 Buy
Options
(0 Sell

I n s i d e r D e c i s i o n s
AMJJASOND
000000001
000000002011120023

High :
Low :

27 . 9
19 . 5

27 . 5
17 . 8

30 . 7
23 . 5

31 .3
24 . 0

34. 1
27 . 5

39 . 6
32.4

43 . 7
32. 8

52 . 8
39 . 8

55 . 2
37 . 7

46 . 5
37. 7

46 . 1
41_1

. J

2014
L E GENDS

1.10 x Dividends 9 sh
. ll !Meres Rate

Relative nee Strength
divided b

Options:Yes .
haded area: par recession

Lalesf recession began 12/07

1111111 I
ll'

l l  l l
l .ll"1II 111 I

1111111 Ill 111 "'ll ' I  II
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•

I Fl I <.ll'
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of'
1

, u oh
'Q

1 yr.
3 yr.
5 yr.

THIS
STOCK
11.5
t0.1
44.1

% TOT. RETURN 2/10
VL ARITH_

INDEX

101 .8

0.8
30.1

Institutional Decisions
1Q200s 292009 302009

8 7 7 8 GO
9 3 6 9 8 2

15128 15387 15134

to Buy
to Sell
Hld's(0Ii1J

1 5
10
5

Percent
shares
t raded

I ll Il l
e ll I

I I
.i
1

mm |
lllll ;|

ill

III
H .9

ll II

I al
ll I l t I I I

I
I ' ll I

I s

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
18.30

a.so

1.63

1.17

16.02

3.41

1.61

1.18

16.86

3.86

1.91

1.20

15.82

3.72

1.76

1.21

16.77

3.24

1.02

1.22

18.17

3.72

1.70

1.23

21.09

3.58

1.79

1.24

25.78

3.86

1.88

1.25

25.01

3.65

1.62

1.26

23.57

3.85

1.76

1.27

25.69

3.92

1.86

1.30

aa.01

4.34

2.11

1.32

4.23

1a.sa

3.02

14.55

3.70

15.37

5.01

16.02

4.02

16.59

4.78

11.12

3.46

17.93

3.23

18.56

3.11

1a.aa

4.90

19.52

5.52

20.64

a.4a

21.28

20.13 22.24 22.56 22.86 24.a5 25.09 25.23 25.23 25.59 25.94 27.55 27.58

1a.0

.as

5.5%

12.9

.86

5.7%

11.7

.73

5.2%

14.4

.83

4.a%

26.7

1.39

4.5%

14.s

.83

5.0%

12.4

.81

5.6%

12.9

.66

5.1%

11.2

.94

4.5%

15.8

.90

4.6%

1G.II

.ea

4.2%

17.0

.91

3.7%

2006
37.20

4.76

2.35

1.39

3.56

22.01

27.24

1 5 9

.85

3.7%

1013.2

65.2

36.3%

6.4%

46.3%

53.7%

1116.5

14251

7.1%

10.9%

103%

2007
39.13

5.41

2.76

1.44

4.48

22.52

26.41

16.7

.89

3.1%

1033.2

14.5

37.2%

7.2%

46.3%

53.7%

1106.8

1495.9

8.5%

12.5%

12.5%

200s
39.16

5.31

2.57

1.52

3.92

23.71

26.50

1a.1

w e

3.3%

1037.9

68.5

36.9%

6.6%

44.9%

55.1%

1140.4

1549.1

7.7%

10.9%

10.9%

2009
aa.1a

5.12

2.11

1.60

5.09

24.88

26.53

15.0

1.02

3.7%

1012.1

73.5

38.3%

1.0%

47.7%

52.3%

1261.8

1570.1

7.0%

11.1%

11.1%

2010 2011 °VALUE UNE PUB., INC.

J u s

5.25

2.s0

1.ss

35.55

5.45

2.95

I a

Revenues per sh

"Cash Flwl" per sh

Eamings per sh A

DW'ds DecI'd per sh Br

48.20

6.40

3.50

2.16

Z70

26.10

6.20

21.45

Cap'l Spending per sh

Book Value per sh

4.50

$1.75

25.50 :Ia Common Shs0 u t s t ' g  c 21.W
Edd #lg

Wlua
a l / u

Ins Ill
Um
Inn

Avg Ann'I PIE Ratio

Rdatlv l PIE Ratlo

Avg Ann'l Div'd Yield

17.0

1.15

3.6%

use

74.5

1025
80.0

R m n u o s ($m111)
n u  m m  ( s e a l )

1:50
98.0

37.0%
a c

37.0%

7.8%

Income Tax Rite

Net Profit Margin

37.0%

7.3%

50%

50%

51%

49%

Long-Torm Debt Ratio

Common Equity Ratio

50%

50%

1400

1000

1500

1900

Tool Capital (small)
new Plant (smiul

1aoo

22oo

8.0%

11.0%

11.0%

1.0%

11.0%

11.0%

Recur on Total Cap'I

Rnum on Shr. Equity

Recur on Com Equity

8.0%

9.0%

9.0%

CAPITAL STRUCTURE u Of  12/31/09
n o r  D e b t s1as.1 mill.  Due In 5 Yrs $145 mill.
LT Debt $601 .1 mill. L T  in te n d  $34.0 mill.

(Total interest coverage: 3.9x)

Psnslon Assets-12/08 $201 mill.
Obllg.  $308 mill.
Pfd Stock None

Common Slack 26,533,028 shares
u M z /2s /10
MARKET CAP s1.z bllllon (Mid Cap)

20092 0 0 12007

s .1
268 . 8
274 . 9
1 1 9 . 1
148. 1
122.1
389 . 9
4 0 8 %

8. 4
319 . 8
328 . 2
123 . 7
137 . 0
1a1 .9
392 . 6
3 9 5 %

6 . 9
474 . 1
481 .0

94 . 4
2 4 8 . 0
2 0 8 . 9
551 .3
3 9 3 %

CURRENT POSITION
1sulLL)

Cash Assets
Other
Current Assets
Atzcts Payable
Deb!  Due
Other
Current Limb.
Fx. Chg. Cov.

Pa s t
5 Yrs.

P a s !
1) Yrs.

9 . 0 %
3 . 5 %
5 . 0 %
2 . 0 %
3 . 5 %

ANNUAL RATES
of dlange (per sh)
Re v e n u e s
"Cash Flow"
Ea[nIngs
Dlvldends
Book Va lue

9 . 0 %
6 . 5 %
8 . 0 %
3 . 0 %
3 . 5 %

E r v  ' o 6 - ' o u
no '13-'1 s

2 . 5 %
3. 5%
5 . 0 %
6. 0%
5 . 0 %

Cal-
andar

QUARTERLY REVENUES (5 mill.)
l l a r . 31  Ju n . 30  S e p . 30  D e c . 31

Full
Year

2007
200a
2009
2010
2011

394.1
387.7
437. 3
: i s
t o o

124.2

109.7
116.8

110

125

331.7
349.2
309.3
330
J 5 5

183.2

191.3
149.3

135

145

1033.2
1037.9
1 0 1 2 ]

9 5 0
1025

Cal-
ondar

EARNINGS PER SHARE A
M a r . 31  Ju n . 30  S e p . 30  D e c . 31

Full
Year

2 0 0 1
2000
2009
2010
2011

1.11
1.25
1.18
1.28
1.34

.10

.0a

.12

.1 1

. 1 1

1.11
1.62
1.72
1.70
1. 77

d.22
d.38
d.25
d. 29
1127

2. 75
2. 57
2 . 71
2. 10
2.95

Cal-
ondar

QUARTERLY DMDENDS PAID I l
M a r . 31  Ju n . 30  S e p . 30  D e c . 31

Full
Year

goos
z o o l
200s
2009
2010

. 345

.355

.375

.395

.355

.375

.395

.415

.345

.355

.375

.395

.345

. ass

.375

.395

. 415

1.39
1.44
1.52
1.60

532.1
47.8

650.3

50.2

641.4

4a.a

e11.a

46.0

707.6

50.6

910.5

58.1

35.9%
9.0%

35.4%

7.7%

34.9%

6.8%

33.7%

7.5%

34.4%

1.1%

36.0%

6.4%

45.1%

50.9%

43.0%

53.2%

47.6%

51.5%

49.7%

50.3%

46.0%

54.0%

47.0%

53.0%

aa1.a

934.0

880.5

965.0

937.3

995.6

1006.6

1205.9

1052.5

1318.4

1108.4

1373.4

6.7%
9.a%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

8.5%

5.7%

9.1%

9.0%

5.9%

8.9%

8.9%

6.5%

9.9%

9.9%

3.1%
70%

3.5%

67%

1.9%

79%

2.5%

72%

2.7%

69%

3.7%

63%

4.5%

59%

6.0%

52%

4.5%

59%

4.7%

58%

4.5%

60%

4.5%
60%

Retained to Com Et
All D iv'ds m Net m f

3.5%

62%

Ow ns loca l  under gr ound s t or age.  R ev.  br eakdow n:  r es ident ia l ,
57% ;  oornmerdal,  26% ,  indust r ial,  gas t ranspor tat ion,  and other ,
17% .  E mploy:  1 , 061.  B ar days  G loba l  ow ns  6 . 6%  of  shar es ,  o f -
lioers and directors, 1.4% (4109 proxy).  CEO: Gregg S. Kantar.  Inc.:
O r egon.  Addr ess :  220 N W 2nd Ave. .  P or t land,  OR  91209.  Tde-
phone: 503-226-4211. Internet:  www.nwnatural.oom.

B usiness:  Nor t hwest  Natural  Gas Co.  d is t r ibutes natural  gas t o
90 communit ies,  668,000 arstumers.  in Oregon (90%  d wstomers)
and in southwest Washington state.  Principal cit ies served: Port land
and Eugene, OR, Vancouver,  we. Service area populat ion:  2.5 Mari.
(77%  in OR) .  Company buys gas suppl y f rom Canadian and u . s .
producers,  has t ransportat ion r ights on Northwest  Pipeline system.

3 % G i l l
i s

N o r t h w e s t N a t u r a l ' s 2 0 0 9 r e s u l t s
r e f l e c t e d  s o m e  u n u s u a l  i t e m s .  T h e
c o m p a n y  e a r n e d  $ 1 5  m i l l i o n  p r e t a x  f r o m
i t s  c o m m o d i t y  c o s t  s h a r i n g  a r r a n g e m e n t
i n  O r e g o n ,  u n d e r  w h i c h  N o r t h w e s t  r e t a i n s
s o m e  o f  t h e  d i f f e r e n c e  b e t w e e n  a c t u a l  a n d
f o r e c a s t  g a s  c o s t s ,  w i t h  t h e  m a j o r i t y  g o i n g
t o  t h e  r a t e  p a y e r s .  T h a t  w i n d f a l l  w a s  p a r -
t i a l l y  o f f s e t  b y  h i g h e r  p e n s i o n ,  h e a l t h c a r e .
i n c e n t i v e  b o n u s ,  a n d  s e v e r a n c e  c o s t s .  C u s -
t o m e r  g r o w t h  w a s  j u s t  b e l o w  1 %  l a s t  y e a r ,
c o m p a r e d  w i t h  a n  a v e r a g e  o f  a r o u n d
a n n u a l l y  f o r  m a n y  y e a r s  t h r o u g h  2 0 0 7 ,  a s
t h e  r e c e s s i o n  f l a t t e n e d  h o u s i n g  s t a r t s .  A l l
t o l d ,  e a r n i n g s  w o u l d  h a v e  b e e n  a r o u n d
$ 2 . 6 0 - $ 2 . 6 5  a  s h a r e  i n  2 0 0 9 ,  e x c l u d i n g  t h e
u n u s u a l  i t e m s .
W e  a n t i c i p a t e  a  n o r m a l  y e a r  i n  2 0 1 0 .
T h a n k s  t o  m u c h - l o w e r  n a t u r a l  g a s  p r i c e s ,
N o r t h w e s t  i s  l o w e r i n g  i t s  r e s i d e n t i a l  g a s
p r i c e s  b y  a r o u n d  1 0 %  t h i s  y e a r .  T h a t  a n d
t h e  i n c i p i e n t  e c o n o m i c  r e c o v e r y  s h o u l d
p r o d u c e  b e t t e r  c u s t o m e r  g r o w t h  t h a n  i n
2 0 0 9 .  O p e r a t i n g  c o s t s  s h o u l d  r e m a i n  m o d -
e r a t e ,  o w i n g  t o  a  r o u g h l y  2 0 %  h e a d c o u n t
r e d u c t i o n  s i n c e  2 0 0 5 .  P e n s i o n  a n d  b o n u s
e x p e n s e s  s h o u l d  d e c l i n e ,  u n l e s s  t h e  l a t t e r
r i s e s  d u e  t o  a  v e r y  g o o d  y e a r .

S t e a d y  g r o w t h  i s  l i k e l y  n e x t  y e a r .  W e
e x p e c t  t  e  r e c o v e r y  i n  c u s t o m e r  g r o w t h
a n d  i n d u s t r i a l  g a s  u s e  t o  c o n t i n u e .  P o l l s
i n d i c a t e  t h a t  g a s  i s  f a v o r e d  o v e r  e l e c t r i c i t y
f o r  h o m e  h e a t i n g  b y  a  t h r e e  t o  o n e  m a r g i n
i n  P o r t l a n d , a n d r e t u r n i n g  p r o s p e r i t y
s h o u l d  i n c r e a s e  c o n v e r s i o n s  t o  g a s  f r o m
o t h e r  f u e l s .  C o s t s  s h o u l d  r e m a i n  m o d e r a t e .
a s  l a s t  y e a r ' s  n e w  u n i o n  c o n t r a c t  p r o v i d e s
f o r  m o r e  w o r k f o r c e  f l e x i b i l i t y  a n d  c a p s
p a y r o l l  a n d  h e a l t h c a r e  c o s t s  a t  3 %  a n n u a l -
8  d e p e n d i n g  o n  i n f l a t i o n .  F i n a l l y ,  t h e

a r c g a s  s t o r a g e  p r o j e c t  i n  C a l i f o r n i a
s c h e d u l e d  t o  o p e n  l a t e  t h i s  y e a r  a n d  o u g h t
t o  c o n t r i b u t e  t o  r e s u l t s  i n  2 0 1 1 .
A  n e w  p i p e l i n e  c o u l d  b o o s t  e a r n i n g s
n o t l c e a b lLy b y 2 0 1 3 - 2 0 1 5 . N o r t h w e s t
o w n s h a  f  o t h e p r o p o s e d P a l o m a r
p i p e l i n e ,  w h i c h  w o u l d  p r o v i d e  P o r t l a n d  a
n e e d e d  s e c o n d  s o u r c e  o f  g a s .  I f  b o t h  h a l v e s
a r e  b u i l t ,  t h e  c o m p a n y ' s  i n v e s t m e n t  w o u l d
b e  a r o u n d  $ 4 0 0  m i l l i o n .  T h o u g h  t h a t
w o u l d  e n t a i l  r a i s i n g  s o m e  e q u i t y ,  i t  w o u l d
l i f t  e a r n i n g s  b e y o n d  o u r  f o r e c a s t ,  w h i c h
e x c l u d e s  t h e  p r o j e c t  f o r  n o w .
T h e s e  h i g h - q u a l l ?  s h a r e s  o f f e r  g o o d
r i s k  a d j u s t e d  R o t a  - r e t u r n  p o t e n t i a l .
S i g o u r n e y  B .  R o m a i n e M a r c h  1 2  2 0 1 0

26 . 8
21 . 7

Target Price Range
2013 2015

120
100
80
64

48

32

24
20
16

12

lllllll\
'I3-15

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
Wlliutadelnin lpull\llu.Exdudas nun- )Dividend|hi|nfidly `di\mid-February, (C)In lnalwlu.» quu» al¢npn
rung lams: '80, $0.15: '00, $0.11: '06, 12 ,Augu¢.lndNuvumg:'.
(8018); '00, .~); '09, 6¢. Nam timings l ruhvuhruutplmavailahls.
Iupnrldua NIV-
°2010.Wlli'lFl.|lE|l§&It.lIl\¥l§Il§8\|ld.FIu!ll!!!IsuIIIHIMllIlI|||lltBh!Hl||§lh|rll|&llI|5p|llli!|\||lIl|lwIllil5dlid.TIEFUHISHER~ ume: SIILE °RAIly£0R§q;q"§§l}ll$ll£lgEIII_nl:jlu5g=§¢¢l5glg'l¢9§!g$¢'gglll_glgl;lll¢l5ul_"§,ll_¢'p1i
Ilnuyhlnpluduud.malilandulluilrlnllypmuidnu1nuulihmw kg-liqllml lgll;lnulllldh1ull:lzuhl:liul\.llIuulllniln.
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PIED NYSE-PNYWONT NAT'L. GAS
RECENT
PRICE 26.38 PIE

RATIO 16.0(1;;3:"s;1§;3) §8982450.94 4.2%DIVD
YLD

V A L U E
L I NE

2
TIMEUNESS 3 Rai$ed6lt5l07
SAFEW New 7/27/90

TECHNICAL 2 Raised 2I12l10
BETA .65 (1.00=Market)

2013-15 PROJECTIONS
An n ' I  T o ta l

Re t u r n
1 5 %

8 %

Price Gain
High 4 0 + 5 0 %
Low 3 0 { 5 % 3

to Buy
Options
lo Sell

I n s i d e r  D e c i s i o n s
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000000000
000000000000000000

Institutional Decisions
102009 202009 392000
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1 2 3 9 6 8 2

3 4 6 1 1 3 3 5 6 7 3 3 4 9 8

to Buy
zo5dl
Hld's(000

H igh :
Low :

18 . 3
14. 3

19.7
t1.8

19 . 0
13 . 7

22 . 0
16 . 6

24 . 3
19 . 2

25 . a
21 .3

28 . 4
23 . 2

28 . 0
22 , 0

3 5 . 3
21 .7

32 . 0
20. 7

27.4
23 . 9
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haded area: prior recession
Yes
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INDEX

101 .8

0 . 8
3 0 . 1

THIS
STOCK

11 . 7

1 5 . 5
34. 1

1 y r .
3 y r .

5 y r

Percent
shares
t raded

7 _ 5
5

2 . 5

I al
¢
4 I I .|. I I

4.4

I.

|¢"¢ |  *

I . I

V. 1
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2004
1 9 .9 5

2 . 3 1

1 ,2 7

.85

1.85
11.15
7 6 . 5 7

1 6 .6

,BB

4 .1 %

1 5 2 9 .7

9 5 . 2

35.1%

6.2%

4 3 5 %

5 6 .4 %

1 5 1 4 9

1 8 4 9 8

7 . 8 %

11 .1%

1 1 1 %

H n
I

ii'it ii
ll III

l l  I I I
2006

2 5 . 8 0

2 . 5 1

1 , 2 8

. 9 5

2 .74

1 1 . 8 3

7 4 . 6 1

1 9 . 2

1 . 0 4

3 .9 %

1 9 2 4 . 6

9 7 . 2

3 4 .2 %

5 .0 %

4 8 . 3 %

5 1 . 7 %

1 7 0 7 .9

2 0 7 5 .3

7 . 2 %

1 1 . 0 %

1 1 . 0 %

I I
.- I

I
1994 19951996 1997 1998 1999 2000 2001 2002

1 0 . 8 2

1 . 1 a

. s o

. 5 1

8 . 7 6

1 . 2 5

. 7 3

.5 4

1 1 . 5 9

1 . 4 9

.84

. 5 7

1 2 . 8 4

1 . 6 2

. 9 3

. 6 1

1 2 . 4 5

1 . 7 2

. 9 8

.6 4

1 0 . 9 7

1 . 7 0

. 9 3

. 6 8

1a.o1

1 .T 7

1 . 0 1

. 1 2

1 7 . 0 6

1 . s 1

1 .0 1

. 7 6

1 2 . 5 7

1 .8 1

. 9 5

. 8 0

1 . 9 5

5 . 6 8

1 . 7 2

6 . 1 6

1 . 6 4

6 . 5 3

1 .5 2

6 . 9 5

1 . 4 8

7 . 4 5

1 . 5 8

7 . 8 6

1 . 6 5

8 . 2 6

1 . 2 9

8 . 6 3

1 .2 1

8 . 9 1

5 3 . 1 5 5 7 . 6 7 59_10 6 0 . 3 9 6 1 . 4 8 6 2 . 5 9 6 3 . 8 3 6 4 .9 3 ss.1a

1 5 1

1 . 0 3

4 .8 %

1 3 . 8

. 9 2

5 .4 %

1 3 . 9

. 8 7

4 .9 %

1 3 . 6

. 7 8

4 . 8 %

1 6 . 3

. 8 5

4 .0 %

1 7 .7

1 . 0 1

4 .1 %

1 4 . 3

. 9 3

5 .0 %

1 6 . 7

. e s

4 .5 %

1 8 . 4

1 .0 1

4 . 6 %

2003
1 8 . 1 4

2 . 0 4

1 .1 1

. 8 2

1 . 1 6

9 . 3 6

67 .31

1 6 . 7

. a s

4 .4 %

1 2 2 0 . a

7 4 .4

3 4 .8 %

6 .1 %

4 2 . 2 %

5 7 . 8 %

1 0 9 0 . 2

1 8 1 2 . 3

8 .6 %

11.8%

11.8%

2005
2 2 . 9 6

2 . 4 3

1 . 3 2

. 9 1

2 . 5 0

1 1 . 5 3

7 6 . 7 0

1 7 . 9

. 9 5

3 .8 %

1761 .1

1 0 1 . a

3 3 .7 %

5 .8 %

4 1 . 4 %

5 8 . 6 %

1 5 0 9 . 2

1 9 3 9 .1

8 .2 %

1 1 . 5 %

1 1 . 5 %

2007
2 3 . 3 7

2 .6 4

1 .4 0

. 9 9

1 .8 5

1 1 .9 9

7 3 . 2 3

1 8 .7

. 9 9

a .8 %

1 7 1 1 .3

104 .4

3 3 .0 %

6 .1 %

4 8 .4 %

51.6%

1 7 0 3 .3

2 1 4 1 .5

7 .8 %

11.9%

11.9%

2009
2 2 . a e

3 . 0 1

1 . 6 7

1 . 0 7

1 . 7 6

1 2 . 6 7

7 3 . 2 7

1 5 . 4

1 . 0 2

4 . 1 %

1 6 3 8 . .

1 2 2 . 8

2 8 .5 %

7 .5 %

4 4 . 1 %

5 5 .9 %

1 6 6 0 . 5

2 3 0 4 . 4

9 .1 %

1 3 . 2 %

1 3 . 2 %

2010 2011 O V A L U E  U N E PUB. ,  INC. 13-15
2 3 . 5 0

2 . 9 0

1 . 6 5

1 . 1 1

2 4 . 5 0

2 . 9 5

1 . 7 0

1 . 1 5

Re v e n u e s  p e r  s h  A

" C a s h  F l o w '  p e r c h

Ea ml n g s  p e r  s h  As

Dl v 'd s  De c I 'd  p e r  s h  Cl

2 7 . 7 5

3 . 2 5

1 . 9 5

1 . 2 7

. 6 5

1 2 . 9 5

. 5 5

1.1.40

Ca p ' l  Sp e n d ln g  p e r  s h

Bo o k  Va lu e  p e r  s h  °

1 . 4 5

1 4 . 7 0

7 1 0 0 7 1 . 5 0 Ga m m o n  Sh s 0 u t s 1 ' g  E 5 9 . 0 0

load Hg

w

11641

Lim
num

Ill!

Avg Ann' l PIE Rlt lo
Ril l f iw pis  Ratlo
Avg Mn' l D iv'd Weld

11.0
1.50

3.3%

1 7 0 0

1 1 9

1750
120

(§miII)AR e w n u u
Net Profit (imllll

1 9 1 5

1 3 5

3 5 . 0 %

7 . 0 %

3 5 . 0 %

7 . 0 %

I n c o m e T a x  Ra t e

Ne t  Pro f i t  M a rg in

3 5 .0 %

7 .0 %

4 4 . 5 %

5 5 .5 %

4 5 .5 %

5 4 .5 %

L o n g - T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 7 . 0 %

5 3 . 0 %

1 a a 0

2 3 5 0

1 7 6 0

2 : 7 5

T o t a l  Ca p i t a l  ( $ mi II)

Net Play (smile)
1 9 1 5

1 4 5 0

1 . 5 %

1 3 . 0 %

13 .0%

1 . 5 %

1 2 . 5 %

1 2 . 5 %

Return on Total Cap'I
Return on shi. Equit y
Recur on Com Equity

1 . 5 %

1 3 .0 %

1 3 . 0 %

C A P I T A L  S T R U C T U R E  a s  o f  1 0 1 3 1 / 0 9
T h h l  De b t  $ 1 0 9 8 5  m i l l .  DU I  i n  5  Yr s  $ 2 2 0 . 0  m i l l .
L T  De b t  $ 7 3 2 . 5  mi l l . L T  In [ l l '1 1 1  $ 5 5 .1  mi l l .
(LT  in terest  earned:  4 .1x ,  loca l  in terest  coverage:
3 . 5 x )

Pension Assets-10/09 $184.3 mill.
0b l l l l . $195.3 mill.

Pad Stock None

Common Stock73,295,803 she.
as bf  12/11/09
MARKET CAP: s1.s billion (Mid Cap)

2 0 0 1 z o o s  1 0 1 3 1 1 0 0

7 . 6
505 . 6
513 . 2
11s . 4
366 . 0
1 1 8 . 8
600 . 2
3 1 6 %

1 . 0
593 . 8
600 . 8
1 3 2 . 3
4 3 6 . 5
1 1 2 . 1
681 . 5
3 4 1 %

7 . 5
4 2 7 . 8
4 3 5 . 8
1 4 3 . 6
1 9 5 . 0

8 5 . 9
4 2 4 . 5
3 0 9 %

CURRENT POSITION
($ll lLL)

C ash  Asse t s
O t he r
C ur rent  Asset s
A i d s  P a ya b l e
D eb !  D ue
O t he r
Current  Limb.
F ix .  Chg.  Cov.

P u t
la Yrs.

7 . 5 %
5 . 5 %
5 . 0 %
5 . 0 %
5 . 0 %

ANNUAL RATES
d Mango (be: sh)
Re v e n u e s
"Cash Flow"
E a mmg s
Dividends
Book Value

Pa s t
5V n .

8 . 0 %
6 . 5 %
6 . 5 %
4 . 5 %
4 . 5 %

Est'd '01-'09
lb '13-'1 s

2. 0%
2 . 5 %
4 . 0%
3 . 5 %
3 . 0 %

Fiscal
Y u r
Ends

oummmv REVENUES Is mill.) A
Ja n . 31  A p r . 30  JU I . 31 Oct.31

Full
Fiscal
Year

2 0 0 1
200a
2009
2010
2011

531.5
634.2
455.4
4 7 0
4 8 0

677.2
788.5
779.6
795
805

224.4
354.7
180.3
195
210

278.2
311 .1
222.8
240
255

1 7 1 1 . 3

2 0 8 9 . 1

1 6 3 8 . 1

1 7 0 0

1 7 5 0

Flscal
Year

Ends

EARNWGS PER SHARE A I
J a n . 3 1  A p r . 3 0  J u L y 0 c t 3 1

Full
F ln c l l
Year

2 0 0 1
2000
2009
2010
2011

. 69

. es

.73
. 1 5
. 7 1

.94
1.12
1.10
1.15
1.16

d.11
d. 18
d. 06
1115
d . 14

d. 12
d. 10
d. 10
d . 10
d.09

1.40
1.49
1.67
1.65
1.70

C a l -
o n d a r

QUART ERL Y DM DENDS PAI D Cu

M a r . 3 1 J u n . 3 0  S e D . 3 0 D e c . 3 1
Full
Year

2005

2001
200s

2009
2010

. 24
.25
. 26
. 21

.24

. 25

. 26
.27

. 2 4

. 2 5

. 2 6

. 2 7

. 2 a

. 2 4

. 2 5

. 2 5
7 7

. 9 5

. 9 9
1 . 0 3
1 . 0 7

8 3 0 .4

6 4 . 0

1 1 0 1 . 9

6 5 . 5

8 3 2 . 0

6 2 . 2

3 4 .7 %

7 1 %

3 4 .6 %

5 .9 %

3 3 .1 %

7 .5 %

4 6 .1 %

5 3 .9 %

4 7 .6 %

5 2 .4 %

4 3 . 9 %

5 6 .1 %

9 7 8 .4

1 0 7 2 . 0

1069 .4

1 1 1 4 . 7

1 0 5 1 . 8

1 1 5 8 . 5

8 .3 %

1 2 . 1 %

12.1%

7 .9 %

11.7%

11.1%

7 .8 %

1 0 . 6 %

1 0 . 6 %

3 .5 %

7 1 %

3 .0 %

7 5 %

1 . 7 %

8 3 %

3 .1 %

7 4 %

3 .7 %

6 6 %

3 .6 %

6 8 %

2 .8 %

74%

3 .5 %

7 0 %

3 . 9 %

6 9 %

4 . 8 %

6 4 %

4.0%
a m

4 .0 %

5 7 %

Retained to Com Eq
All D iv'ds w nu Prof

5 . 0 %

6 5 %

BUSINESS'  P iedmont  Natural  Gas Company is  pr imar i ly a regu-
la t ed nat ur a l  gas  d is t r ibut or ,  saw ing over  952, 469 w st omer s  in
North Carolina,  South Carolina.  and Tennessee.  2009 revenue mix:
resident ial (48%),  commercial (28%),  indust r ial (8%),  other  (16%)
Pr incipal suppliers:  Transco and Tennessee P ipeline.  Gas costs:
85.1%  Of  revenues.  '09 depress rate:  3.4% .  Est imated plant  age:

8.4 years.  Non-regulated operat ions:  sale at  gas-powered heat ing
equipment ;  natural gas broker ing,  propane sales.  Has about  1.821
employees.  Ofnoers 8 directors own about  1.3%  al common stock
(1/10 proxy).  Chairman,  CEO, 8 President :  Thomas E.  Skains.  Inc. :
NC.  Address:  4720 P iedmont  Row Dr ive,  Char lot te.  no 28210.  Tel-
ephone:  704-364-3120.  lnlemet :  www.piedmontng.com

star P NY  re c e i v e d

toz ress .
advance i n

a p p e a l  t o  i n c o m e - o r i e n t e d
T me equity offers

P i e d m o n t  N a t u r a l  G a s  l i k e l y  p o s t e d  a
m o d e s t  e a r n i n gs  a d v a n c e  f o r  t h e  f i r s t
q u a r t e r  o f  f i s c a l  2 0 1 0  ( e n d e d  J a n u a r y
31s t ) . The company was expected to issue
Financial results s hor t l y  a f t e r  t h i s report
went Top l ine vo lumes  probably

t h e  l o w  s i n gl e - d i g i t  r a n ge .
t hank s  t o  add i t i ona l  c us t omer  ac c oun t s ,
a n d  a  f i r m i n g u p  i n  n a t u r a l  ga s  p r i c i n g.
M e a n t i m e ,  s y s t e m  t h r o u gh p u t  o u gh t  t o
h a v e  a d v a n c e d  a  c o u p l e  o f  p e r c e n t a ge
po i n t s  as  a  res u l t  o f  c o l de r - t han -no rm a l
wea t he r  pa t t e rns .  M argi ns  l i k e l y  c on t i n -
ued to benef i t  f rom last  year's  rate-case in-
c reases  in North Carol ina and lower oper-
at ions and maintenance expenses.  On bal-
ance,  prof i t s  probably  rose approx imately
5%  over that  t ime f rame. However,
W e  t r i m m e d  $ 0 . 2 0  o f f  o u r  2 0 1 0  s h a r e -
net  es t imat e .  PNY  has  propos ed ra t e  re -
duc t ions  for cus tomers  in North and South
C a r o l i n a ,  d u e  t o  t h e  d e c l i n i n g  c o s t  o f
wholesale gas  pr ices .  The proposal  would
lower res ident ial  bi l l ing rates in each s tate
b y  r o u gh l y  5 % .  I f  i t  i s  p a s s e d ,  t h e  n e w
rates  wi l l  have gone in to  e f f ec t  on March
l e t .  M ean t i m e ,  d i m i n i s hed  c on t r i bu t i ons
f r o m  t h e  S o u t h s t a r  d i v e s t i t u r e  a r e  a l s o M a r c h 12,  2010

factored into our reduced est imates.
T h e  c o m p a n y  s o l d  h a l f  o f  i t s  S o u t h -

E n e r g y  h o l d i n g s .
$ 5 7 . 5  m i l l i o n  ( $ 0 . 4 2  a  s h a r e )  f r o m  A G L
Res ourc es  f o r  a  15%  s t ak e i n  Sout hs t ar .
That  deal  c losed dur ing the January  inter-
im and should provide a nice boost  to cash.
T he  downs i de  i s  t ha t  ea rn i ngs  c on t r i bu -
t ions  f rom those hold ings  were s tar t ing to
p i c k  up,  bu t  due t o  t he  d im in i s hed s t ak e,
wi l l  now fal l  by  roughly  50% .
W e  h a v e  i n t r o d u c e d  o u r  2 0 1 1  r e v e n u e
a n d  e a r n i n gs  e s t i m a t e s  o f  $ 1 . 7 5  b i l l i o n
and $1 . 70  a  s hare ,  res pec t i v e l y .  Cont i n -
ued growth in cus tomer accounts ,  and the
b c n e i t s f rom e x i s t i n g  j o i n t ventures
s h o u l d  a l l  c o n t r i b u t e  t o  t h e  a n t i c i p a t e d
rebound in the top and bot tom l ines.
T h e s e  n e u t r a l l y  r a n k e d  s h a r e s  m a y

a c c o u n t s .
a decent  d iv idend y ie ld,

when c ompared t o  o ther  u t i l i t i es  c ov ered
i n t he V a l u e  L i n e  I n v e s t m e n t  S u r v e y
M e a n t i m e .  s o l i d  d i v i d e n d - g r o w t h  p r o s -
pec ts ,  an Above-Average So etc  rank  (2) ,
a n d  a  t o p  m a r k  f o r  P r i c e  S t a b i l i t y  ( t o o )
are al l  pluses.
Bryan J .  Fung

19 . 0
14 . 6 Target Price Range

2013 2015

80

60
50
40

30
Zs
20

15

1 0
_7 . 5

\ III

(A) F iscal year ends October 31st . Dived reinvest  plan available,  5% discount. Company's Financial Strength
Stock's Price stability
Price Growth Persistence
Earnings Predictabiiity

B++
100

may not  add to total due to change in shares l .
(B) Diluted earnings. Excl.  extraordinary item: outstanding. (D) Includes deferred charges. In 2009: $31.6
'00, 8¢. Excl.  nonrecuning charge: `97, 2¢. (C) Dividends histor ically paid mid-January, million, 43¢/share.
N e x t  e a r n i n g s  r e p o r t  d u e  e a r l y  M a y .  Q u a r t e r s Ap r i l ,  J u l y ,  Oc t o b e r . ( E)  In  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t .

o  2010, Value L ine Publishing, Inc. Al l  r ights resewed. Factual mater ia l is  obta ined from sources bel ieved lo be re l iable and is  provided without warranties a l any k ind. 1
T HE PUBL ISHER IS NOT  RE PONSIBL E OR ANY  ERRORS OR OM ISSIONS HEREIN. non-commercial, internal use. No pan
of it may be reproduced. resold, stored or transmitted in any printed, electronic or other form, service or produl:L

I

Thisclaublication is strictly For subscriber's own,
Ur use for generating or malteling any primed nr electronic publication.
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RECENT
PRICE

PIE
RATI0 15.7(Tm"3::es11;8) 0.92RELATIVE

PIE RATIO

DIVD
YLD 3.3% VALUE

LINE

3
2

TIMELINESS Luwered 8114109

SAFEW Lowefed 1/4191

TECHNICAL 2 Raised 2I19l10

BETA .60 (1.00 Mal'ke[)

Price
5 5
4 0

H'gh
Law

2013-15 PROJECTIONS
Ann'l Total

Return
11%

4 %

Gain
(+35%l

(nil
Insider Deeisions

AMJJASOND
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 1 2 0 2 0 0 0 3

lo Buy
Options
10 Sell

392009

GO
72

15811

Institutional Decisions
1Q20W 202009

lb ""r 7 3 70
to Sel 70 78
Hld':(BDO 16545 15858

High:
Low:

15.4
10.8

15.1
12.3

18.3
14.1

20.3
15.3

26.5
19.7

32.4
24.9

34.3
25.6

41.3
31.2

40.6
25.2

40.8
32.0

40.6
37.2

7 f

I I
I I " I I I I I " ll""l-HI 1'III 111111

I

2014

2-fof-1 split 7105
Yes

LEGENDS
110 x Dlvldends 9 sh
divide.d Hg lnteres Rate
Relallve nee Strength
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Latest recesskznbegan 12/07
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In 1 1
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04 I • I
n| gt 001 Lr n

1 yr.
3 yr.
5 yr.

% TOT. RETURN 2/10
VL ARITH.

INDEX

101 _g

0.8
30.1

ems
STOCK
14.5
26.7
66.9

15
10
5

Percent
shares
traded

I I I 1.

I I

I'll I'll llIllI I I I I
| |

31
i
I

I I

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2o04 2005 2006
11.45

1.35

.61

.12

16.50

1.65

.83

.12

16.52

1.54

.85

.72

16.18

1.60

.as

.72

20.89

1.44

.64

.72

17.60

1.a4

1.01

.12

22.43

1.95

1.08

J o

as.a0

1.90

1.15

.74

20.69

2.12

1.22

.15

26.34

2.24

1.37

.78

29.51

2.44

1.58

.82

a1.1a

2.51

1.71

.ah

31.76

3.51

2.46

.92

1.93

7.23

2.08

1.34

2.01

8.03

2.30

6.43

3.06

6.23

2.19

6.74

2.21

1.25

2.82

7.a1

3.47

9.67

2.36

11.26

2.67

12.41

3.21

13.50

2.51

15.11

21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41 26.46 21.1s 28.98 29.33

16.1

1.06

7.4%

1 2 2

.82

7.2%

13.3

.ea

6.4%

13.8

.80

6.1%

21.2

1.10

5.3%

13.3

.76

5.4%

13.0

.as

5.2%

13.6

.70

4.7%

13.5

.74

4.6%

1a.a

.76

4.3%

14.1

.74

3.7%

16.6

.as

3.0%

11.9

.64

3.2%

2007
a2.a0

3.20

2.09

1.01

1.88

16.25

29.61

17.2

.91

2.8%

956.4

61.8

41.9%

6.5%

42.7%

57.3%

839.0

948.9

8.6%

12.8%

12.8%

2008
32.36

a.4s

2.27

1.11

2.08

17.33

29.73

15.9

.96

3.1%

962.0

67.7

47.7%

7.0%

39.2%

s0.a%

a4a.o

982.6

8.9%

13.1%

13.1%

2009 2010 2011 VALUE UNE rue, INC

28.37

3.44

2.38

1.22

31.45

a w

2.65

1.34

82.80

1 9 0

n o

1.40

Revenues per sh

"Cash Flow" par sh

Eamlngs per sh 4

Div'ds DecI'd per sh s l

37.15

4.45

3.30

1.60

3.65

18.27

1.40

19.35

2.50

20.00

Clp'I Spending per sh

Book Value per sh c

2.a5

22.ss

29.80 31.00 32.00 Common SheOutsfg ° 35.00
15.0

.99

3.4%

nu na
u m
url

'm an
Um
I l l !

Avg Ann'lPIE Ratio
Rllltivl PIE Ratio
Avg Ann'lDiv'll Weld

14.0
.95

3.5%

845.4

11.1

975

so.o

1050
00.0

Revenues (mm)
nu mm (smile

1300

115

36.7%

8.4%

40.0%

8.2%

40.0%

8.6%

In na Tax Rats
Net Prof! Margin

40.0%

8.8%

36.5%

63.5%

40.0%

so.0%

40.0%

so.0%

Long-Tum Debt Ratio

Common Equity Ratio

31.5%

61.5%

a51.4

1073.1

1000

1075

1065

1110

mal Capltal l$mill)
Net Plant (mill)

1300

1300

9.2%

13.1%

1a.1%

9.0%

13.5%

11.5%

9.5%

14.0%

14.0%

Return on Total Cap'I
Return onShr. Equity
Returnon Com Equity

9.5%

14.5%

14.5%

cAplTAI. STRUCTURE ah M12131109
Total Debt ss44.s mill. Duo In 5 Yr s113.2 mill.
LT Debt $312.8 mm. LT Interest $1a.0mill.
(Total interest coverage: 5.9x)

Pension Assets-12/08 $105.9mill.
Obllg. $149.0 mill.

PM Stock none

Common Stock29,812,932 common she.
lsd2J22/10

MARKET CAP: s1.z billion (Mid Cap)

2007 2008 121:11/09

5.8
429.3
435.1
120.2
237.6
142.1
499.9
588%

3.8
364.6
368.4
123.9
231.7
123.2
478.8
585%

11.1
a1s.s
328.3
101.2
118.4
10a.1
328.3
476%

CURRENT POSITION
(sulLy)

Cash Assets
Other
Current Assets
Aids Payable
Deb( Due
Other
Current Limb.
Fix. Chg. Cov.

Pas!
10 Yrs.

6.0%
8.5%

11.5%
3.5%
9.0%

ANNUAL RATES
d orange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
5 Yrs.
3.0%

10.0%
13.0%

6.0%
11.0 A

Elfd 'os-'0a
10 '13-'15

2. 0%
4.0%
5.5%
6.5%
5.0%

Cal-
andar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun.30  Sep.30 Dec.31
Full
Year

2001
200a
2000
2010
2011

171 ]
135.8
134.5
150
150

156.2
210.4
127.1
14o
160

368.4
348.1
362.2
too
420

260.1
267.7
221.6
285
310

956.4
962.0
845.4
975

1050

Cal-
cndar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2001
200s
2009
2010
2011

.21

.26

.15

.20

.25

d.05
.04

d.06
.10
.10

1.30
1.32
1.46
1.45
1.50

.so

.67

.so
.90
.95

2.09
2.21
2.38
2.65
2.80

Cal-
andar

QUARTERLY DIWDENDSPAID51
Mar.31 Jun.30 Se9.30 Dec.31

Full
Year

200s
2001
20os
2009
2010

.470

.515

.568

.628

.225

.245

.210

.298

.225

.245

.210

.298

.92
1.01

1.11

1.22

515.9
24.1

837.3

26.8

505.1

29.4

696.8

34.6

819.1

43.0

921.0

48.6

931.4

72.0

43.1%
4.8%

422%
3.2%

41.4%

5.8%

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

41.3%

7.7%

54.1%

37.6%

57.0%

35.9%

53.6%

46.1%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1%

44.7%

55.3%

443.5

552.2

516.2

607.0

512.5

666.6

608.4

748.3

675.0

799.9

710.3

877.3

801.1

920.0

7.4%

12.1%

14.8%

6.9%

12.1%

12.8%

7.6%

12.4%

12.5%

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

10.1%

15.3%

16.3%

4.a%
67%

3.5%

76%

4.7%

62"/»

5.0%

57%

5.9%

52%

6.2%

50%

10.2%

37%

8.7%

48%

6.7%

49%

6.4%

51%

6.5%

52%

7.0%

50%

Retained to Com Et
All Div'ds to nu PM

7.5%

49%

BUSINESS: South Jersey Industries, Inc. is a holding company. Its
subsidiary, South Jersey Gas Co., distributes natural gas to
340,136 customers in New Jerseys southern counties, which
covers about 2,500 square miles and includes Atlantic City. Gas
revenue mix '08: residential, is%: commercial, 23%; cogeneration
and electric generation, 6%, industrial, 25%. N0n-utility operations

induce: South Jersey Energy. South Jersey Resources Group.
Marina Energy, and South Jersey Energy Service Plus. Has 602
employees. OIIJdir. control 1.0% d com. shares, Barclays, 1.5"/..
Keeley Asset Management, 5.6% (3109 proxy). Chrmn. & CEO: Ed-
ward Graham. Itcorp.: NJ. Address: 1 South Jersey Plaza, Folsom,
NJ 08037. Tel.: 609-561-9000. Internet: www.sjindustries.oom.

kef pricing.
benefit from

well-

s ta n d  o u t  a t  8 l - e s e n t .
h igh marks for  a fc ty ,

this year.
Pe r  o rma n c e f r o m t h e
W h o l e s a l e  E n e r

r e m a i n  s o n ?  I t

March 12, 2010

South Jersey Industr ies should con-
t inue to report  heal thy resul ts going
forward. he company appears
positioned in the markets that it serves.
Revenues and share earnings should ad-
vance at a good clip for 2010 and 2011.
Uti l i ty South Jersey Gas continues to
experience modest growth in i ts cus-
tomer base, despite softness in the hous-
ing construction market. Natural gas
remains very popular in its service terri-
tory. Much of the recent growth can be at-
tributed to conversions to natural gas from
other fuel sources. S.IG's recent gas main
extension project in Cape May County, as
well as aggressive marketing efforts in
other parts of its service territory without
natural gas service. have been wel l
received. As a result, the utility expects to
add over 3,000 customers from conversions

Elsewhere,
company's

business should
also currently has sig-
nilicant gas storage capacity and pipeline
capacity under management, both of which
afford opportunities to lock in attractive
margins resulting from volatility in mar-

In addition, this unit ought to
its position in the Marcellus

Shale acreage. Leaseholder St. Mary Land
& Exploration Com any has already
drilled two wells on sii-s property and ex-
pects to drill two more in 2010. The com
party expects to begin recognizing a royalty
and working interest revenue stream from
these wells in the current year.
South Jersey Gas is seeking higher
rates. The utility petitioned the New Jer-
sey Board of Public Utilities for a S35 mil-
lion increase (roughly 7%) in operating
revenues. This marks SJG's first base rate
filing in seven years. The company cited
the need [0 recover Infrastructure invest
merits of $466 million made over the past
six years. Any increase would not become
effective until late 2010.
T h e s e  n e u t r a l l y  r a n k e d  s h a r e s  d o n ' l .

The issue earns
Price Stability, arid

Earnings Predictability. But it offers below
average, though fairly well-defined, total-
return potential for the coming years,
based on the modest bottom-line growth
we envision to 2013-2015.
Michael Napoli, CFA

17.0
13.8

Target Price Range
2013 2015

80

60
50
40

30
25
20

15

tO

7.5

-

III
III

13-15

B++

100
(A) Based on GAAP EPS through 2006, eco- discont. ops.: '99, ($0.02), '00, ($0.04), '01, (B) Div'ds paid early Apr., Jul., Oct., and late Company's Financial St rength
comic earnings thereafter. GAAP EPS: '07, ($0.02), '02, ($0.04), '03, ($0.09), '05, ($0.02), Dec. l Div. reinvest. plan avail. Stock's  Price Stability
$2.10, '08, $2.58. Excl. nonrewr. gain (loss): '06, ($0.02), '07, $0.01. Earnings may not sum (C) Incl. regulatory assets. In 2008: $270.4 Price Growth Persistence
'01, $0.13, '08, $0.31. Excl gain (losses) from due to rounding. Next egg. report due in May. mill., $9.10 per shi. (D) In millions, adj. for split. l Earnings Predictability

° 2010, Value Line Publishing , Inc. All rt Hts reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of an kind.
THE PUBLISHER IS NOT RE8PONSIBLE9=OR ANY ERRORS OR oMlssl0ns HEREIN. non-commercial, internal use. ill, part h
al it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product

This publication is strictly for subscriber's own,
or used (of generating or marketing any printed or electronic publication,
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NysE-swxSOUTHWEST GAS 29.56
RECENT
PR CE R 90 14.6(3:f:::a§

14.9
19.0) 0.86RELATIVE

PIE RATIO

DIV'D
YLD 3.4% VALUE

LINE
3
3

TIMEUNESS Raised5123/08

SAF EW lowered tl4I91

TECHNICAL 2 Raised 2I26l10
BETA .75 (1.00 Market)

2013-15 PROJECTIONS
A ' I T s  r

Price Gain N8etu?na
High 50 (+10%3 1 6 %
Low 30 (Nil 4 %

to Buy
Gptions
to Sell

Insider Decisions
AMJJASOND
o 000o00o0
000000022
001031133

Institutional Decisions
102009 202009 302009

83 86 73
71 71 68

32859 32802 33100

toBu
w5.3
Hld's(D 0

High:
Low:

29.5
20.4

23.0
16.9

25.3
18.1

23.6
19.3

26.2
21.5

28.1
23.5

39.4
26.0

39.9
26.5

33.3
21.1

29.5
17.1

29.6
26.3 2014

L EGENDS
1:5.0 x Dividends 9 sh
dlvldqd Br]nxeres Rate
Relative ice Strength

prior recesskzn
Ogtionsz Yes

haded area:
Latest recession began 12/07
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52.5

-14.9
33.1
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INDEX

101 .8

0.8

30.1

1 yr.
3 yr.
5 yr

9
6
3

Percent
shares
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In
II111

2005
43.59

5.20

1.25

.82

7.49

19.10

39.33

20.6

1.10

3.2%

1714.3

48.1

29.7%

2.8%

63.8%

36.2%

2076.0

2489.1

4.3%

5.4%

6.4%

199419951996 1997 1998 1999 2000 2001 2002 2003
25.16

5.09

1.22

.80

23.03

2.65

.10

.82

24.09

3.00

,25

.82

26,73

3.85

.77

.82

30.17

4.4B

1.65

.82

30.24

4.45

1.27

.82

32.61

4.57

1.21

.82

42.98

4.79

1.15

.82

39.58

5.07

1.16

.82

35.96

5.11

1.13

.82

6 6 4

1838

6.79

14.55

8.19

14.20

5.19

14.09

6.40

1567

7.41

16.31

7.04

16.82

8.17

17.21

8.50

17.91

7.03

18.42

21.28 24.47 26.73 27.39 3041 30.99 31,71 32.49 33.29 34.23

14.0

.92

4.7%

NMF

NMF

5.4%

NMF

NMF

4.7%

24.1

1.39

4.4%

13.2

.69

33%

21.1

1.20

3.1%

16.0

1.04

4.2%

19.0

.97

3.8%

19.9

1.09

3.6%

19.2

1.09

3.8%

.2004
40.14

5 5 7

1.68

.82

8.23

19.18

36.79

14.3

.76

3.5%

1477.1

58.9

34,8%

4.0%

64.2%

35.8%

1968.6

2336.0

5.0%

8.3%

8.3%

2006
48.47

5.97

1.98

82

8.27

21.58

41.77

15.9

.86

2.6%

2024.7

B0.5

37.3%

4.0%

60.6%

39.4%

2287.5

2668.1

5.5%

8.9%

8.9%

2007
50.28

6.21

1.95

.86

7.96

22.98

42.81

17,3

.92

2.6%

2152.1

83.2

35.5%

3.9%

58.1%

413%

2349.7

2845.3

5.5%

8.5%

8.5%

2008
48.53

5.76

1.39

.90

e J 9

23.49

44.19

20.3

1.22

3.2%

2144.7

61.0

40.1%

2.8%

55.3%

44.7%

23233

2983.3

4.5%

5.9%

5.9%

2009
42.00

6.15

1.94

.95

4.80

24.45

45.09

12.2

.80

4.0%

1893.8

87.4

34.0%

4.6%

53.5%

46.5%

2372.0

30345

5.5%

7.9%

7.9%

2010 2011 ©vALuE LINE PUB. INC

42.95

6.40

2.05

1.00

44.70
6.80
2.20
1.05

Revenues per sh
"CashFlow" persh
Earnings persh A
Div'ds DecI'd per sh BIT

56.00
7.50
2.65
1.20

5.65

26.10

6.40 .
27.65

Cap'l Spending per sh
Book Value per sh

8.50
30.00

46.00 47.00 Common She 0utst'g c 50.00
Edd fig

Value
est lf

:res are
Line
ares

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd weld

15.0
1.00

3.0%

1975

95.0

2100
110

Revenues ($mill)
Net Profit ($miII)

2800

135

35.0%

4.8%

36.0%

5.2%

Income Tax Rate
Net Profit Margin

36.0%

4.8%

51.0%

49.0%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

48.5%

51.5%

2450

3125

2600 .

3200

Total Capital ($mill)
Net Plan! ($mill)

2925

3600

6.0%

8.0%

8.0%

6.0%

8.5%

8.5%

Return on Total Cap'l
Return on Shi. Equity
Return on Com Equity

6.5%
9.0%
9.0%

CAPITAL STRUCTURE as of 12/31/09
Total Debt $12701 mm. Due in 5 Yrs $496.3 mill.
LT Debt$12694 mill. LT Interest$85.0 mill,
(Total interest coverage: 2.6x)
Leases,UncapltallzedAnnual rentals $5.0 mill.
Pension Assets-12/09 $418.5 mill.

Oblig. $548.6 mm.
Pfd Stock None

Common Stock 45,228,164 she,
as of 2/17/10

MARKET CAP: $1.3 billion (mid Cap)

2007 2008 12131109

32.0
470.5
502.5
220.1

47.1
260.1
527.9
229%

26.4
411 .7
438.1
191 .4

82.8
255.7
509.9
224%

65.3
352.3
417.6
158.9

1.3
314.0
474.2
251%

CURRENT POSITION
($MILL.)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

Est'd '07-'09
to '13-'15

2.0%
4.0%
8.0%
5.5%
4.5%

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
5 Yrs.

4.5%
3.5%
9.0%
1.0%
5.0%

Past
10 Yrs.

6.0%
4.5%
7.0%
0.5%
4.5%

Cal-
endar

QUMTERLY REVENUES is mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2007
2008
200g
2010
2011

426.6
447.3
387.6
415
440

371.5

374.4

317.5

335
360

793.7

813.6

689.9

715

740

560.3
509.4
498.8
510
560

2152.1
2144.7
1893.8
1975
2100

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2007
2008
2009
2010
2011

d.01
d.08
d.01
Ni l
Ni l

d.22
d.38
d.18
d.20
d.15

1.17
1.14
1.12
1.20
1.25

1.01

.71
1,02

1.05

1.10

1.95
1.39
1.94
2.05
2.20

Ca l-
endar

QUARTERLY DIVIDENDS PAIDB l

Mar.31 Jun.30 SeD.30 Dec.31
Full
Year

2006

2007

2008

2009

2010

,205
.215
.225
.238

.205

.215
.225
.238

.205
.215
.225
.238
.250

.205

.205

.215

.225

.238

82

.85

.89

.94

1034.1
38.3

1396.7

37.2

1320.9

38.6

1231.0

38.5

26.2%
3.7%

34.5%

2.7%

32.8%

2.9%

30.5%

3.1%

60.2%

35.8%

56.2%

39.8%

625%

34.1%

66.0%

34.0%

1489.9

1686.1

1417.6

1825.6

1748.3

1979.5

t851.6

2175.7

4.6%
6.5%
7.2%

5,1%

6.0%

6.6%

4.3%

5.9%

6.5%

4.2%

8.1%

6.1%

2.4%

67%

1.9%

71%

1.9%

70%

1.7%

72%

4.3%

49%

2.2%

65%

5.2%

42%

4.8%

44%

2.1%

63%

4.0%

49%

4.0%

48%

4.5%

45%

Retained to Com Eq
All Div'ds to Net Prof

5.0%

44%

BUSINESS: Southwest Gas Corporation is a regulated gas dis-
tributor serving approximately 1.8 million customers in sections of
Arizona, Nevada, and California. Comprised of two business seg-
ments: natural gas operations and construction services. 2009 mar-
gin mix: residential and small commercial, 86%, large commercial
and industrial, 4%, transportation, 10%. Total throughput: 2.2 billion

therms. Sold PriMerit Bank, 7196. Has 4,450 employees. Off. & Dir.
own 2.0% of common stock, T. Rowe Price Associates, Inc., 7.0%
Barclays Global Investors, 6.8% GAMCO investors, Inc., 6.4%
(3109 Proxy). Chairman: James J. Kropid. CEO: Jeffrey W. Shaw.
Inc.: CA. Address: 5241 Spring Mountain Road, Las Vegas, Ne-
vada 89193. Telephone: 702-B76-7237. internet: www.swgascom.

March 12, 2010

Southwest Gas began 2010 on a sound
note, despite a challenging operating envi-
ronment. The bottom line should further
benefit from higher rates in the com any's
service territories (discussed belows and
improved cost controls. Modest customer
growth should also help. Overall, we anti-
cipate a moderate bottom-line advance at
Southwest Gas for the current year.
Growth will probably continue from 2011
onward. The company has reduced its cap-
ital expenditures, given the current low-
growth environment. The southwest was
one of the nation's hardest hit regions dur-
ing the housing crisis. Even so, Southwest
Gas continues to upgrade and expand its
distribution system, and we expect invest
went in operations will gradually rebound
in the coming years.
The company is benefiting from
recent rate relief. Southwest Gas has
realized higher rates in Nevada, Califor-
nia, and Arizona. In addition, SWX now
has improved rate design in Nevada that
allows it to more aggressively encourage
conservation by its customers. The compa-
ny's focus on procuring rate relief and im-
proving rate design is important, as such

approved revenue increases help it to hope
with growth in operating expenses.
The board has recently approved a
dividend increase of roughly 5%. Start-
ing with the June payout, the quarterly
dividend is now $0.25 per share. This fol-
lows other dividend hikes in recent years.
We find this pattern encouraging and ex-
pect it to continue.
But the stock is not  wi thout r isk.
Warmer-than-usual temperatures during
the winter months can hurt profitability at
Southwest Gas. Also, the company will
probably incur greater costs as it conti
u s to expand operations. Moreover, in
sufficient, or lagging, rate relief can also
hurt performance.
These shares remain neutrally ranked
for year-ahead relative price perform-
ance. Looking further out, we anticipate
solid bottom-line growth at the company
over the pull to 2013-2015. Income-
oriented accounts may find this issue's
dividend growth prospects attractive. That
said, total return potential for the coming
years is not particularly compelling, from
the present quotation.
Michael Napoli, CFA

24.7
18.6 Targe! Price Range

2013 2015

80

60
50
40

30
25
20

15

10

__7.5
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IIIIIIIIIHIII"IlllllIlHII

13-15

avail. (C) In millions. Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100

(A) Based on avg shares outstand. thru. '96,
then diluted. Excl. nor rec. gains (losses): '97,
16¢, '02, (10¢), '05, (11¢), '06, 7¢- Excl. loss
from disc. ops.: '95, 75¢. Totals may not sum

0 2010. Value Line Publishing, Inc. All ribs reserved.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ER
of it may be reproduced, resold, stuffed or transmitted in an

RORS OR OMISSIONS HEREIN. This
y primed, electronic or other form,

due to rounding. Next egg report due late
Aprillearly May. (B) Dividends historically paid
early March, June, September, December. 't
Div'd reinvestment and stock purchase plan

Factual material is obtained loom sources believed to be reliable and is provided without warranties of Eng kind.
non-comrnercid, internal use. 0 part |

service or product.

u
H

piuhiication is strictly lot subscriber's own,
or used for generating or marketing any primed or electronic publication,
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NYSE-WGLWGLHOLDINGS 33.53
RECENT
PRICE ER§TI0 14.6(8§3€a3§

13.7
15.01

RELATIVE

PIE RATIO 0.86 DIVD
YLD 4.4% VALUE

LINE

Luwered 11/27/09TIMEUNESS 4
sArETte 1 Raised 4l2l93
TECHNICAL 2 Rai5ed 2l12l10
BETA .65 (1.00 = Market)

2013-15 PROJECTIONS
An ' IT i  I

Price Gain Re» u?n"
High 45 (+35%l 11%
Low 35 (+5% 5 %
Insider Decisions

to Buy
options
to Sell

AMJJASOND
000000000
0 0 0 0 0 0 1 0 1
020010112

Institutional Decisions
102009 2112009 302009

to Buy 97 85 78
w Sell 96 98 74
Hld's(D00 3091 g 31333 31643

High:
Low:

29.4
21.0

31.5
21.8

29.5
19.3

28.8
23.2

31 .4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

37.1
22.4

35.5
28.6

34.5
31.0 2014

LEGENDS

divided b

Options:
/Jaded a/ea plier recesslbn

1.30 x Dividends 9 sh
. meres Rate

Relative rice Strength
Yes

Latest recession began 12/07
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STOCK
13.3
18.9
33.2

% TOT. RETURN2/10
VL ARITH.

INDEX

101 .8

0 8
30.1

1 yr.
3 yr.
5 yr.

LB
12
6

Percent
shares
traded
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2007

53.51

3.89

2.09

1.37

3.33

19.83

49.45

15.6

.83

4.2%

2646.0

102.9

39.1%

3.9%

37.9%

60.3%

1625.4

2150.4

7.6%

10.2%

10.4%

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
21.69

2.4a

1.42

1.11

19.30

2.51

1.4s

1.12

22.19

2.93

1.85

1.14

24.16

3.02

1.85

1.17

23.14

2.79

1.54

1.20

20.92

2.14

1.41

1.22

22.19

3.20

1.79

1.24

29.80

3.24

1.88

1.26

a2.ea

2.63

1.14

1.27

42.45

4.00

2.30

1.28

42.93

3.87

1.98

1.30

44.94

3.97

2.13

1.32

2.84

11.51

2.63

11.95

2.85

12.19

3.20

13.48

3.62

13.86

3.42

14.12

2.67

15.31

2.68

16.24

a.a4

15.78

2.65

16.25

2.33

16.95

2.32

11.a0

42.19 42.93 43.70 4a.70 43.84 46.47 46.47 48.54 48.56 4a.sa 48.67 4a.ss

14.0

.92

5.6%

12.1

.as

6.1%

11.5

.12

5.4%

12.1

.73

5.0%

17.2

.89

4.5%

17.3

.go

4.8%

14.6

.95

4.8%

14.7

.75

4.6%

23.1

1.26

4.8%

11.1

.so

5.0%

14.2

.15

4.6%

14.1

.70

4.2%

2008
53.96

3.54

1.94

1.35

3.27

18.86

48.89

15.5

.84

4.5%

2637.9

96.0

39.0%

3.6%

37.B%

60.4%

1526.1

2067.9

7.6%

10.1%

10.3%

200s
52.65

4.34

2.44

1.41

2.  0

20.99

49.92

13.7

.82

4.2%

2628.2

122.9

37.1%

4.7%

35.9%

62.4%

1679.5

2208.3

8.5%

11.4%

11.6%

2009
5a.9a

4.44

2.53

1.47

2.77

21.89

50.14

12.6

.83

4.6%

2705.9

125.7

39.1%

4.8%

33.3%

65.0%

1687.7

2259.1

8.8%

11.4%

11.6%

2010 2011 VALUEUNE PUB. mc. 13-15
5100

4.20

z a p

1.51

54.00

4.35

2.45

1.55

Revenues per sh A

"Cash Flow" per sh

Esmings per sh s

Dlv 'ds Ded'd pa sh °1

57.30

4.70

2.70

1.67

8.00

22.65

2.50

23.55

Cap'l Spending per sh

Book Value per M o

2.50

26.75

50.00 50.00 Common She 0u!st'g E 50.W

laid lag
Will!
url

lr- ln
um
Nm

Avg Ann'I PIE Ratio
Rdatwl PE Ratlo
AvgAnn'I Div'dYield

1 5 0

1.00

4.1%

zero
115

2100

125

Rsvlnuss ($miII) A

nu Profit ($miu)
2865

135

37.0%

4.5%

340%
4.5%

Income Tax Rats

Net Profit Margln

31.o%

4.8%

36.0%

62.5%

35.0%

83.5%

Long-Tomu DaM Ratio

Common Equity Ratio

34.0%

64.5%

1110

2330

fuss

2395

Total Capital ($miII)

Nat Plant ($mllI)

2075

2600

7.5%

10.0%

10.5%

11.0%

10.5%

11.0%

Recur on Total Cap'I
Recur on Shr.Equity
Recur on ComEquity

1.0%

10.5%

11.0%

CAPITAL STRUCTURE as Ol 12/s1/o9
Tool Debt $871.9 mill. Duo In s Yrs $256.7 mill.
LT Debt$612.8 mill. LT Interest$40.4 mill.
(LT interest earned:6.2x, total interestcoverage:
5.7x)
Pension Amt:-sms $550.0 mill.

ohlig. $678.1 mill.
PreferredStock $28.2 mill.Pfd. DIv'd $1.3 mill.

Common Stock50,302,721 she.
as d1/2911 o

MARKET CAP: $1.7 billion (ma Cap)

2009 1m1m92008

13.6
852.1
865.7
271.3
259.2
244.5
775.0
535%

7_9
675.6
683.5
213.5
266.5
154.6
634.6
533%

6.2
736.1
742.3
243.1
347.0
158.4
748.5
490%

CURRENT POSITION
($ll1LL)

Cash Assets
Other
Cun'ent Assets
Accts Payable
Debi Due
Other
Current Uab.
Fix. Chg. Cov.

Put Elt'd '07-'09
5 Yr. 10 l13-'15
6.5% 1.0%
4.0% 2.0%
5.5% 2.5%
2.0% 3.0%
5.0% 4.0%

ANNUAL RATES
d flange (per sh)
Revenues
"Cash Flow"
Eaquings
Divldends
Book Value

Past
10 Yr.

9.0%
4.0%
4.0%
1.5%
4.0%

Fllcal
Y ur
Ends

QUARTERLYREVENUES IS mill.) A

Dec .31  Mar.31  Jun .30 Sep.30

Full
Flscal
Your

2001
200a
2009
2010
2011

325.7
a91.9
412.0
417.5
435

467.5
464.7
427.0
455
465

732.9 1119.9
751.6 1020.0
826.2 1040.9
727.4 1050
740 1060

2646.0
2628.2
2706.9
2650
2700

Fiscal
Year

Ends

EARNINGS PER SHARE A s
Dec.31 Mar.31 Jun.30 Sep.30

F\lll
Flscal
Your

2007
200a
2009
2010
2011

1.21
1.66
1.65
1.55
1.51

d.31
d.24
d.25
d.J1
¢25

.92

.96
1.03
1.01
1.05

.22
.as
.11
.as
.01

2.10
2.44
2.53
2.30
2.45

Cal-
endlr

QUARTERLY DMDENDS FWD c l

llar.31 Jun.30 SeD.30 Dec.31
Full
Year

200s
2001
200a
zoos
2010

.ala

.34

.36

.37

.ala

.34

.as

.37

.ass

.34
.as
.37

. a l a

.34

.34

.36

.37

1.35
1.36
1.42
1.41

1031.1
84.6

1us.5
89.9

15a4.a

55.1

2064.2

112.3

2089.6

98.0

2186.3

104.8

36.1%
8.2%

39.6%

6.2%

34.0°/1

3.5%

38.0%

5.4%

38.2%

4.7%

37.4%

4.8%

43.1%

54.8%

41.7%

56.3%

45.7%

52.4%

43.8%

54.3%

40.9%

57.2%

39.5%

58.6%

1299.2

14s0.a

1400.8

1519.7

1462.5

1606.8

1454.9

1874.9

1443.6

1915.6

1478.1

1969.7

7.9%

11.4%

11.1%

7.9%

11.0%

11.2%

5.3%

7.0%

7.2%

9.1%

13.7%

14.0%

8.2%

11.5%

11.1%

8.5%

11.7%

12.0%

3.7%
68%

3.8%

67%

NMF

112%

6.2%

56%

4.1%

65%

4.6%

62%

3.2%

69%

3.5%

66%

5.0%

57%

5.0'/u

57%

3.5%

65%

4.0%

63%

Rntainod to Com Et
All Div'ds10 Nd PM

4.0%

61%

BUSINESS: WGL Holdings, Inc is the parent of Washington Gas
Light. a natural gas distributor in Washington, D.C. and adjacent
areas d VA and MD to resident'I and comm'I users (1,064,071
meters). Hampshire Gas, a federally regulated sub., operates an
underground gas-storage facility in we. Non-regulated subs.:
Wash. Gas Energy Svgs. sells and delivers natural gas and pro-

vides energy related products in the D.C. metro area: Wash. Gas
Energy Sys. designs installs comm'I healing, ventilating, and air
cord. systems. American Century Inv. own 7.7% al common stock
Off.Idir. less than 1% (1I10 proxy). Chnmn. 8 CEO: Terry D. McCal-
Iister. Inc.: D.C. and VA. Addr.: 1100 H st.. N.W., Washington, D.C.
20080. Tel.: 202-624-6410. lnlemetz .wglholdings.com.

WGL  Ho ld in g  s  i s  o f f  t o  a  so - so  s ta r t  i n
f i s ca l  2 0 1 0 9 "  O c t o b e r

l  %

p r i c i n g  a n d  c u s t o m e r  c o n s e r v a t i o n .  B u t

des i gn-bu i l d

t he  c os t  o f  gas  m i n i m i z ed  t he  bo t t om - l i ne

re l  gas  pr i c es .
vo l umes ,

l e t ) .  R c v e -
n u e s  d e c l i n e d i n  t h e  f i r s t  q u a r t e r .
T h i s  s tem m ed f r om  d i m i n i s hed  v o l um es  a t
t h e  r e g u l a t e d  u t i l i t y  b u s i n e s s  d u e  t o  s o f t

t h i s  was  pa r t i a l l y  o f f s e t  by  r i s i ng  v o l um es
a t  t h e  n o n - u t i l i t y  o p e r a t i o n s .  M e a n t i m e ,
t he u n i t d i d n o t m a k e
m e a n i n g f u l  c o n t r i b u t i o n s  t o  t h e  b o t t o m
l i n e  t h i s  p a s t  q u a r t e r  a s  p r o f i t a b i l i t y  f e l l
i n t o  n e g a t i v e  t e r r i t o r y  S t i l l  d e c r e a s e s  i n

d e c l i n e  t o  r o u g h l y  2 % ,  w h i c h  w a s  b e t t e r
than we had expec ted.  Nonetheless ,
F o r  t h e  t i m e  b e i n g ,  w e  h a v e  l e f t  o u r
2 0 1 0  e a r n i n g s  e s t i m a t e  u n c h a n g e d .  W e
l o o k  f o r  t h e  t o p  l i n e  t o  r e g i s t e r  a  l o w
s i ng l e - d l g l t  dec l i ne  t h i s  y ea r .  h i s  ough t  t o
s t e m  f r o m  t h e  c o n t i n u e d  d e p r e s s e d  n a t u -

S t i l l ,  des p i t e  weak  r ev enue
the  r egu l a ted  u t i l i t y  s egm ent  has

s e e n  a  1 0 , 3 0 0  i n c r e a s e  i n  a c t i v e  m e t e r s
o v e r  t h e  p a s t  1 2  m o n t h s .  M e a n t l m e ,  t h e
r e ta i l  ene r gy  m ar k e t i ng  s egm ent  has  been
ex per i enc i ng  h i gher r e a l i z e d  m a r g i n s  a n d
m or e - f av o r ab l e  w ea t he r  pa t t e r ns .  O n  ba l -
a n c e ,  w e  e x p e c t  s h a r e  n e t  t 0  c o n t r a c t

about  9%  th i s  year .
W G L ' s  b a l a n c e  s h e e t  a n d  o v e r a l l  l l -
n a n c i a l  p o s i t i o n  a p p e a r  t o  b e  i m p r o v -
i n g .  T h e  c o m p a n y s  c a s h  r e s e r v e s  i n -
c r e a s e d  a p p r o x i m a t e l y  7 4 %  s o  f a r  t h i s
y e a r ,  g i v i n g  w a y  t o  a  n i c e  f i n a n c i a l
c us h i on .  M ean t l m e ,  t he  deb t  l ev e l s  r em a i n
at  eas i l y  serv i ceable levels .
W e  h a v e  i n t r o d u c e d  o u r  2 0 1 1  t o p -  a n d
b o t t o m - l i n e  e s t i m a t e s  o f  $ 2 . 7  b i l l i o n
a n d  $ 2 . 4 5  a  s h a r e ,  r e s p e c t i v e l y .  T h e
r e g i o n a l  e c o n o m y  i s  s t a r t i n g  t n  s h o w  i n i -
t i a l  s i g n s  o f  a  r e c o v e r y .  A s  t h e  c o m p a n y
c o n t i n u e s  o n  t h a t  r o a d ,  e f f i c i e n c y  i n i t i a -
t i v es ,  add i t i ona l  c us tom er s ,  and  c l ean  en -
e r gy  p r og r am s  w i l l  on l y  he l p  Lo  bo l s t e r  i t s
paiof i tab i l l t y  and send earn i ngs  h i gher .

e s e  s h a r e s  a r e  R a n k e t o  l a g  t h e
b r o a d e r  m a r k e t  i n  t h e  c o m i n g  y e a r .
H o w e v e r ,  t h e  s t o c k  p r i c e  h a s  r e m a i n e d
s t a b l e  t h r o u g h o u t  t h e  f i n a n c i a l  m a r k e t
t u r m o i l  and  a l l - bu t - o f f i c i a l l y  ended  r ec es -
s i o n .  T h i s  b e a r s  o u t  i t s  A b o v e - A v e r a g e
Safet r a n k  a n d  h i g h  m a r k  f o r  P r i c e
S t ab i l i t y .  T hes e  f ea t u r es ,  c oup l ed  w i t h  an
a t t r a c t i v e  d i v i d e n d  y i e l d ,  m a y  a p p e a l  t o
conservat i ve i ncome-or i ented accounts .
B r y an  . L  F ong M ar c h  12 ,  20 l O

30.5
25.3

Target Price Range
2013 2015

80

60
50
40

30
25
20

15

10

_7.5

lIIIlf1
,umm........lllllln

I Dividend reinvestment plan available. 1 Company's Financial Strength
change in shares  outs tanding.  Next  earnings (D) Includes deferred charges and intangibles. i Stock's Price Stability

Price Growth Persistence
Earnings Predictability

100
(A) Fiscal years end Sept 30th.
(B)  Based on di luted shares .  Exc ludes  non-
recurr ing losses :  '01 ,  (13¢),  '02 ,  (34¢),  '07 ,
(4¢),  '08, (14¢) discont inued operat ions: '06,

o 2010, Value Line Publishing , Inc. All rt ms resewed
THE PUBLISHER is NOT RE8pQn5IBI_E!r0R ANY ERR
al it may be reproduced, resold, stored or lraIsmined in any

(15¢).  Olly  egg.  may not  sum to to ta l,  due to Ber.

report due late April. (C) Dividends historically '09: $386.7 million, $7.71lsh.
paid early February, May, August, and Novem~ (E) In millions, adjusted for stock split.

Factual material is obtained from sources believed to be reliable and is provided without warranties of =*",3 kind.
ORS OR omissions HEREIN. noncommercial, internal use u part *
printed, electronic or other lam, service or product.

This publication is strictly lot subscriber's 0vm,
Ur used for generating or marking any printed or declronic publication.
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Zacks.com Quotes and Research

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. In the customer service areas for both water
and electric, rates and operations are subject to the jurisdiction of the California public Utilities Commission.

General Information
AMER ST AT ES W T R
830 East Foothill Boulevard
San Dimas. CA91773-1212
Phone: 909 394-3600
Fax: 909 394-0711
Web: www.gswaler.oom
Email: investorinfo@aswaler.com

Industry

Sector:

UNTIL-WATER
S P L Y
Ut i l i t ies

Fiscal Year End
Last Reported Quarter
Next EPS Date

D e c e m b e r
12/31 /09
05 / 10 / 2010

Pr ice  an d  Vo lu me In fo r mat io n

124 l:» s.o

I:4.s

Is4.o

Isa.s

Iaa.o

l:l2.s

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

3 4 . 0 7
a 7 . 4 2

3 0 . 8 2
0 . 36

100, 403. 80
39 . 5

5.94
-3 .78

-3 .78

0 . 30

-8 .03

-8 .03

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

.os-ot-1 n 00-21-1 a'

% Prlce Change Relatlve to S&P 500

4 Week

12 Week

YTD

Dividend information

18.55 Dividend Yield

Annual Dividend

632.14 Payout Ratio

10.23 Change in Payout Ratio

06/10/2002 Last Dividend Payout ! Amount

3 . 0 5 %
$1 .04

0 . 63
-0 .02

02/10/2010 /  $0.26

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.27

1 .88

4.00

05/10/2010

Consensus Recommendations

Current (1 =Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .80

1 . 80
1 . 80
1 . 80

EPS Growth Sales Growth

18.17 vs.  Prev ious Year

20.77 vs.  Previous Quarter

4 . 54

-55.00% vs. Previous Year

~66.67% vs. Previous Quarter:

2 . 5 0 %
-14 . 9 7 %

Fundamental Ratios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book

ROE ROA
1 . 75  12 / 31 / 09 8 . 64  12 / 31 i09 2 . 7 0

http://www.zacks.com/research/print.php?type=report&t=AWR

A

3/29/2010
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Price/Cash Flow

Price / Sales
3.06
2.83

Current Ratio

12/31/09

09/30!09

06/30/09

10.03 09/30/09
9.40 06/30/09

Operating Margin

0.94 12/31/09

0.99 09/30/09

1.08 06/30/09

8.28
9.34

8.88

Net Margin Book Value
12/31/09

09/80/09

06/30/09

9.94 09/30/09
1.75 05/30/09

Quick Ratio

0.96 12/31/09

1.01 09/30/09

1.10 06/30/09

Pre-Tax Margin
13.39 12/31/09

12.57 09/30/09
10.50 06/30/09

13.39 12/31/09
12.57 09/30/09
10.59 06/30/09

19.42
19.45
19.31

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/09

06/30/09

52.94 12/31/09
49.80 09/30/09

51 .08 06/30/09

0.85 12/31/09

0.85 09/30/'09

0.87 06/30/09

45.97
45.99
46.39

http://www.zacks.com/research/print.php?type=report&t=AWR 3/29/2010
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Pravws Bar:  :Gs . '?esmlrcZm; !?fr;m I r '  zMf iiuns
Z a c k s . c o m Q u o t es  an d R e s e a r c h

CALIFORNIA WTR SVC GROUP (NYSE)
CWT 3 7 . 3 0 0 . 4 9 (133%) V a l .  I 1 . 4 5 7 1 4 4 .  E T

Cali f o rn ia  Wat er  Service  Company' s  bus iness ,  wh ich is  car r ied  on t hroug h i t s  opera t ing  subs id iar ies ,  cons is t s  o f  t he
prod uc t ion,  purchase,  s torag e,  pur i f icat ion,  d is t r ibut ion and  sale of  water  f or  d omest ic ,  ind us t r ia l,  public  and  i r r ig at ion
uses ,  and  f or  f i re  protec t ion.  I t  a lso provid es  water  re la t ed  services  und er  ag reements  w i t h  munic ipa li t ies  and  other
pr iva t e  compan ies .  T he nonreg u la t ed  services  inc lud e f u ll wat er  sys t em opera t ion ,  and  b i ll ing  and  met er  read ing
s er vic es .

G e n e r a l  i n f o r m a t i o n
C A L I F  W A T E R  S V C
1720 Nor th F  es t  S t reet
S an  J os e ,  C A  95112
P h o n e :  4 0 8  3 6 7 . 8 4 0 0
F d X  4 0 8  4 3 7  3 1 8 5
We b :  w w w  c a lw a t e r g r o u p . c o m
E r a  l l :  k l lc h t enbe r g @ c a lw a t e r . c om

ind us t r y

S ec t o r

UTIL WATER
SPLY
Uri ̀ t'es

F  sea l Year  End

Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

December
1231/09
04 28 2010

Price and Vuiume lnformaiicm

[CUT] 30-Dag Closing Pr*x:¢s .37.5

37.0

,f 36.5

36.0

Zacks Rat k
Yesterday's Chge
52 Week H oh
52 Week Low

Beta

2 0  D 4 1  M o vi n g  A ve r a g e

T arg et  P r  Ce Consensus

36.81
42.85

33.49
0.37

100,958.70
42.8

35:5

I

% Price Change
4 Week

12 Week
2.59

-0.03

-0.03

-2.87
-4.44

-4.44

S h are  I n f o rmat i o n

S har es  O u t s t and ing
(mxlhons)

Market  G ap t ahzat lon
(m i llions )

S hor t  Ra t lo

Las t  Sp i t  Date

03-01-10 08-25-10

,  P r i c e  Chang e  Re la t i ve  t o  S 8¢P  500

4  W e e k

1 2  W e e k

Y T D

Dividend Information
2{)_76 Dividend Yield

A n n u a l  D  v i d e d

7 6 4 . 3 6  P a y o u t  R a t i o

6 . 6 9  C h a n g e  n  P a y o u t  R a t  o

0 1 / 2 6  1 9 9 8  L a s t  D e v  e n d  P a y o u t  A m o u n t

3 23"
$1 .19

061
0.14

02/04 2010 $0.30

E P S  I n f o r m a t i o n

Cur r en t  Q ua r t e r  E P S  Cons ens us  E s t lm a t e

Cur ren t  Y ear  E P S  Conser5L  s  E s t  m ut e

E s t im at ed  Long ~ T er m  E P S  G r owt h  Ra t e

N ex t  E P S  R epo r t  D a t e

Consensus Recommendations
0.11 Current (1 Strong Euy 5 Strong Se I
2.00 30 Days Ago

6.70 60 Days Ago
04 28 2010 90 Days Ago

1  5 0

1  5 0

1  5 0

1  5 0

E P S  G r o w t h

Fundarnentai Ratkns

P/E
Cur r en t  F Y  E s t im a t e

T ea l ng  12  M ont hs .

P E R  R a t i o

1 8 . 4 4  vs .  P r o v A u s  Y e . 1 r

1 8 . 8 8  vs .  P r o v  A u s  Q  : a f t e r

2 . 7 7

S a le s  G r o w t h

1 1 . 4 3  o  v s  P r e v i o u s  Y e a r

6 7 . 0 2 %  vs .  P r e v i o u s  Q u a r t e r :

681¢
-23.17°

http://www.zacks.com/research/print.php?type=report&t=CWT 3/29/2010
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ROE ROA
1 .82 12/31/09

9.18 09/30/09

1 .70 06/30/09

2.70
2.81

3.12

Price Ratios

Price/Book

Price!Cash Flow

Price / Sales

Current Ratio

12/31 /go

09/30/09

06/30/09

Quick Ratio
0.84 12/31/09

1.07 09/30/09
1.23 06/30/09

9.02
9.36

10.12

Net Margin Pre-Tax Margin

12/31/09

09/30/09

06/30/09

14.55 12/31/09

15.31 09/30/09

16.26 06/30/09

9.86 12/31/09

10.18 09/30/09
10.94 06/30/09

Operating Margin

0.79 12,/31/09

1.03 09/30/09

1.18 06/'30/09

Book vaiue

14.55 12/31/09

15.31 09/30/09

16.26 06/30/09

20.28

20.22

19.56

Inventory Turnover Debt-to-Equity Debt to Capital

12/31/09

09/30/09

06/30/09

33.46 12/31/09

38.77 09/30/09

38.87 06/30/09

0.89 12/31109

0.89 09/30!09

0.95 OSXS0/(39

47.08
47.10

48.59

http://www.zacks.com/research/print.php?type=report&t=CWT 3/29/2010



SwdradafAQUA AMERICA INC (NYSE)
17.35WTR -0.15 14:43 ETVol. 502.127(0.87%)

Zacks.com

Genera l  i n form at i on
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone: 610 527-8000
Fax: 610-845-1061
Web: www.suburbanwater.com
Email: ir.aquaamerica.oom

Industry

Sector:

Aqua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, Illinois,
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

December
12/31 /09
05/11/2010

UNTIL-WATER
SPLY
Utilities

INVESYIIENY RESEARCH
Proven Ratings. Research & Recuwmrcnd8tinns

Zacks .com Quotes  and Research

A ZAC KS

EMT! J 00-Das 0login Pr ice:

Page 1 of 2

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

17.20
20.37
15.39

0.18
725,876.25

22.17

0.47

-1.77

-1 .77

-4.88
-6.11

-6.11

% Price Change

4 Week

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

11.0

17.5

17.4

17.2

17.0

.1s.o

l1s.s

18-01-10 as-2s-na'

% Price Change Relative to sap 500

4 Week

12 Week

YTD

Dividend Information

136.68 Dividend Yield

Annual Dividend
2,350.90 Payout Ratio

20.67 Change in Payout Ratio
12/02/2005 Last Dividend Payout I Amount

3.37%
$0.58

0.74

0.08
02/11/2010/$0,14

0.16

0.88

8.00

05/11/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.67

1.62
1.62

1.62

EPS Growth Sales Growth
19.57 vs. Previous Year
22.05 vs. Previous Quarter

2.45

5.26% vs. Previous Year
-20.00% vs. Previous Quarter:

5.04%
-7. 15%

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios
PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Prlce Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WTR
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Price/Boak

Price/Cash Flow

Price / Sales

2.11 12/31/09

10.69 09/30/09

3.51 06/30/09

9.64 12/31/09

9.66 09/30/09

9.95 06/30/09

2.90

2.93
3.04

Current Ratio Quick Ratio Operating Margin

12/3V09

09/30/09

06/30!09

0.60 12/31/09

0.54 09/30!09

0.60 06/30509

0.56 12/31 /09

0.50 09/30/09

0.55 06/30/09

15.56

15.60

15.97

Net Margin Pre-Tax Margin Book Value

12/31/09

09/30/09

06/30/09

25,68 12/31/09
25.72 09/30/09

26,47 06/30/09

25.68 12/31/09
25.72 09/30/09

26.47 06/30/09

8.14
7.93

7.94

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/'09

06/30/09

27.81 12/31/09

40.79 09/30/09
39.75 06/30/09

1 .25 12/31/09

1.17 09/30/09

1.14 06/30/09

55.55
54.00

53.25

http://www.zacks.com/research/print.php?type=report&t=WTR 3/29/2010



5¢adradatAGL RESOURCES INC (nosE)
AGL 38.35 i 0.35 Vol. 133 800 14:49 ET(0.92%)

Zacks.com Page 1 of 2

L ZA KS
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www Ilatilszas. fies» srat:& l%ewelnnwa1daff¢ns

Zacks.com Quotes and Research

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

General information
AGL RESOURCES
Ten Peachtree Place NE
Atlanta, GA 30309
Phone: 404 584-4000
Fax: 404 584~3945
Web: www.aglresources.com
Email: scave@aglresources,com

Industry
Sector:

UTIL~GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31/09
04/28/2010

Price and Volume Information

r f 4
EFIGL] 34-Dog Closing Prices E

188. 188.4

Isa.2

138.0

ls7.a

Iav.a

137.4

137.2

187.0

Is6.s

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

38.00

38.48

26.00
0.42

184,215.00

38.29

4.60
4.20

4.20

-0.97
-0.40

-0.4o

% Price Change

4 Week

12 WG@k

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

`0s-I1-10 0s-25-xo"

% Price ChangeRelative to S&P 560
4 Week

12 Week
YTD

Dividend Information
78.01 Dividend Yield

Annual Dividend

2,964.38 Payout Ratio

3.05 Change in Payout Fiatio

12/04/1 gg5 Last Dividend Payout / Amount

4.63%
$1 .76

0.60
0.01

02/17/2010 / $0.44

1 .52
2.98

4.50

04/28/2010

Consensus Recnmmendaiions
Current (1=Strong Buy, 5=Strong Sell)
30 Days Ago

60 Days Ago

90 Days Ago

2.11
2.11

2.11
2.11

EPS Growth Sales Growth
12.75 vs, Previous Year

13.15 vs. Previous Quarter

2.83

-5.15% vs. Previous Year

475.00% vs. Previous Quarter:
-2075%

107.82%

ROE RCA

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundameritai Ratios

PlE
Current FY Estimate;

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book

Price/Cash Flow

1.62 12/31/09

09/30/09

12.53 12!31/0g

09/30/09

3.48

http://www.zacks.com/research/print.php?type=report8Lt=AGL
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13.00
13,60 06/30/09

Operating Margin
0.75 12/31!09

0.64 09/30/09

0.61 06/30/09

3.58
3.68

9.58
9.06

8.63

Price / Sales

Current Ratio

12/31 /09

09/30/D9

08/38/09

Net Margin

12/31 /09

09/30/09

06f'30/D9

Book Value

23.50
22.61

22.79

Inventory Turnover

12/31/09

09/30/09

06/30/09

7.74
1.28 06/30/09

Quick Ratio
1.13 12/31/09

1.26 09/30/09

1.03 06/30/09

Pre-Tax Margin
16.57 12/31/09
15.30 09/30/09
17.12 06/30/09

Debt~tu-Equity
2.98 12/31/09
3.70 09/30/09

3.70 06/30/09

16.57 12/31/09
15,30 09/30/09
17.12 06/30/09

Debt to Capital
1.09 12/31/09
1.13 09/30/09
0.95 06/30/09

52.04
53.06

48.78

http://www.zacks.com/research/print.php?type=report&t=AGL 3/29/2010



ATMOS ENERGY CORP Seatlradv

Vol. 314 858

(NYSE)

0.10ATO 28.41 :0 ET(0.35%)

Zacks.com Page 1 of 2

A ZAC KSL
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Zacks.com Quotes and Research

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

General Information
ATM OS ENERGY  CP
Three Lincoln Centre 5480 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone: 972~934-9227
Fax: 972-855-3040
Web: www.atmosenergy.com
Email: lnvestorRelations@ atmosenergy.com

industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31/09
04/22/2010

Price and Volume Imormaiicm

[RTD] 30-Dag Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

/ %
28.31
30.82
22.52

0.51

285,066.91
30.42

12a.4

129.2

l2~a.0

l2s.s

l2a.5

128.4

l2s.2

l2s.0

3.10
-3.71
-3.71

-2.39
-7.96

-7.96

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

03-D!-ID as-26-xo'

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

Dividend information
92.93 Dividend Yield

Annual Dividend
2,630.91 Payout Ratio

3.16 Change in Payout Ratio
05/17/1994 Last Dividend Payout / Amount

4.73%

$1 .34
0.71

0.06
02/23/2010 / $0.34

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

1 .40

2.19

5,00

04/22/2010

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)
30 Days Ago
60 Days Ago

90 Days Ago

2.50

2,50
2.50

2.67

EPS Growth

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

12.95 vs. Previous Year

14.90 vs. Previous Quarter

2.59

Sales Growth
-14.46% vs. Previous Year
987.50% vs. Previous Quarter:

-24.67%

98.72%

http://www.zacks.com/research/print.php?type=report&t=ATO 3/29/2010
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ROE ROA

1.17 12/31/09
6.34 09/30/09
0.58 06/30/09

7.98 12/31/09

8.58 09/30/09

9. 14 06/30f09

2.70
2.85

2.99

price Ratios

Price/Bo<>k

Price!Cash Flow

Price / Sales

Current Ratio

12/31/09

09/30/09

06/30/09

Quick Ratio Operating Margin
1 .09 12/3U09

1 .12 09/30/09

1 .24 06/30/09

0.75 12/31/09

0.65 09/30/D9
0.74 06/80/09

3.86
3.72

3.37

Net Margin Pre-Tax Margin Book Value
12/31 /09

09/30/09

06/30/09

7.02 12/31 /09

5.86 09/30/09

5.55 06/30/09

7.02 12/31/09

5.86 09/30/09

5.55 06/30/09

24.30

23.59

23.82

Inventory Turnover Debt-to-Equity Debt to Capita!
12/31/09

09/30/09

06/30/U9

10.50 12/31/09

10.42 09/30/09
11.62 06/30/09

0.96 12/31/09
1 .00 09/30/09
0.99 06/30/09

48.88
49.92

49.75

http://www.zacks.com/research/print.php'?type=report&t=ATO 3/29/2010



LACLEDE GROUP INC (nosE) SmotffaW

Vol. 33.227»4-0.22LG 33.66 3-4* SET(0.66%)

Zacks.com Page 1 of 2

* ZACKS
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Zacks.comQuotes and Research

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Seivice Commission, serves the City of St. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

General information
LACLEDE GAP INC
720 Olive Street
St, Louis, MO 63101
Phone: 314~342-0500
Fax: 314-421-1979
Web: www.thelacledegroup.com
Email: mkullman@lacledegas.com

industry
Sector:

UTIL~GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Data

September
12/31/09
04/22/2010

Price and Volume lnformaiion

[LG] 30-D-ug Closing Pviczs 1ss.o

ls4.s

13-1.5

Is4.4

1s4.2

ls4.0

133.8

133.5

Iss.4

Zacks Rank

Yesterdays Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

33.44

39.90

29.26

0.04
118,960.35

35

1 .98

-0.98

-0.98

-3.45
-5.35

-5.35

% Price Change

4 Week

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

.aé§6i-in as-26-in'

% Price Change Relative Io S&P 500
4 Week
12 Week

YTD

Dividend Information
22.26 Dividend Yield

Annual Dividend

744,44 Payout Ratio

7_19 Change in Payout Ratio

03/08/1994 Last Dividend Payout / Amour

4.72%
$1 .58

0.63
0.01

03/09/2010 / $0.40

EPS Information

CurrentQuarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .31

2.48

3.00

04/22/2010

Consensus Flecommendaiions

Current (1=Strong Buy, 5=S!rong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.00

3.00
2_80
2.80

EPS Growth

13.48 vs. Previous Year

13.27 vs. Previous Quarter

4.49

Sales Growth
-27.46% vs. Previous Year

568.18% vs. Previous Quarter:

*27.15%

94.96°/>

ROE HOA

FundamentalRatios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios
Price/Book 1.40 12/31/09 10.57 12/31!09 3.16

http://www.zacks.com/research/print.php?type=report&t=LG 3/29/2010
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12.30 09/30/09

12.78 06/30/09
3.68
3.71

7.32 09/30/09
0.43 06/30/09

Quick Ratio
1.17 12/31/09

1.23 09/30/09
1.24 06/30/09

Operating Margin
0.90 12/31/09

0.84 09/30/09

0.98 06/30/09

3.26

3.39
3.14

Price/Cash Flow

Price / Sales

Current Ratio

12/31/09

09/30/09

06/30/09

Net Margin

12/31/09

09/30/09

06/30/09

Pre~Tax Margin Book Value
4.89 12/31/09

5.1 1 09/30/09

4.81 06/30/09

4.89 12/31/09

5.11 09/30/09

4.81 06/30/09

23.89
23.32

23.97

Inventory Turnover Debt-to-Equity Debt to Capital

12/31/09

09/30/09

06/30/09

13.49 12/31/09

11.89 G9/30/09

10.65 G6/30/09

0.69 12/31/09
0.75 09/30/09
0.73 05/30/09

40.66
42,95
42.30

http://www.zacks.com/research/pr*int.php'?type=report&t=LG 3/29/2010



ScottradeNEW JERSEY RES (ness)
Vol. 109,233NJR * 0.3337.86 15:03 ET(0.88%)

Zacks.com Page 1 of 2
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Zacks.com Quotes and Research

NJ RESOURCES is an exempt energy secs holding company providing retail & wholesale natural gas a related
energy services to customers from the Gulf Coast lo New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

General information
NJ  RESO URCES
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732-938-1489
Fax: 732 938-3154
Web: www.njresources.com
Email: investcont@ njresources.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31 /09
04/28/2010

Price and Volume Information

122
ENJR J 30-Das C log in Pr ices

1881 oZacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

a7.ss

40.61
30.79
0.13

217,149.59

42.67

l:x7.s

la7.s

Ia1.4

K u . :

ls7.1

l¢s.o

% Prloe Change

4 Week

12 Week

YTD

3.05

0.35

0.35

-2.44
-4.08
-4.08

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

4s-ox-1l la-as-to'

% Price Change Relatlve to S&P 500

4 Week

12 Week

YTD

Dividend Information

41 .42 Dividend Yield

Annual Dividend
1,554.38 Payout Ratio

9.23 Change in Payout Ratio
03/04/2008 Last Dividend Payout / Amount

3.62%
$1 .ah

0.60
0.08

03/11/2010 / $0.34

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .86

2.52

7.00

04/28/2010

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

80 Days Ago

60 Days Ago

90 Days Ago

1.64

1 .64
1 .67

1.57

EPS Growth Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

14.88 vs. Previous Year

16.61 vs. Previous Quarter

2. 13

-14.47% vs. Previous Year

641 .67% vs. Previous Quarter:

-23.93%
47.74%

http://www.zacks.com/research/print.php?type=report&t=NJR
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ROE ROA
2.16 12/31/09

11 .94 09/30/09
0.65 06/30/09

13.27 12/31/09
13.90 09/30/09
12.20 06/30!09

4.05

4.15

3.58

Quick Ratio Operating Margin
1 .24 12/31 mg

1 .23 09/30/09

1 .28 06/30/09

0.71 12/31/09

0.68 09/30/09
0.88 06/80/09

3.99

3.89
2.98

Pre-Tax Margin Book Value
4.00 12/31/09

1 .21 09/30/09
5.66 06/30/09

4.00 12/31/09

1 .21 09/30/09
5.66 06/30/09

17.39
16.42
17.11

Price Ratios

Price!Book

Price/Cash Flow

Price / Sales

Current Ratio

12/31/09

09/30/09

06/30/09

Net Margin

12/31/09

09/30/09

06/30/09

inventory Turnover

12/31/09

09/30/09

06/30/09

Debt-to-Equity Debt to Capital
9.39 12/31/09

10.06 09/30/09

9.78 06/30/09

0.61 12/311'09
0.66 09/30!09

0.63 06/30/09

37.75

39.77

38.82

http://www.zacks.com/research/print.php'?type=report&t=NJR 3/29/2010
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Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

General information
NICOR INC
1844 Ferry Road
Napewille, IL 60563-9800
Phone: 630-305-9500
Fax: 630-983-9328
Web: www.nicor.com
Email: None

lnduslry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
04/23/2010

Price and Volume lntormation

EGRSJ 80-Day Closing Price Z 144. I

I4a.s

I4s.s

I4s.4

Isa.:

l4s.0

I4z.a

l42.s

142.4

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

42.04
43.75

30.28
0.38

358,605.50

41 .4

2.06

0.97
0.97

-3.37
-3.48

-3.48

% Prlce Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

03-01-10 as-as-14'

% Prlce Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

45.24 Dividend Yield

Annual Dividend
1,923.36 Payout Ratio

6.06 Change in Payout Ratio
04/27/1993 Last Dividend Payout / Amount

4.38%
$1 .86

0.63
-0.08

12/29/2009 I$0.47

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

1 .34

3.05

3.70

04/23/2010

Consensus Recommendations

Current (1 =Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.13

3.13
3.13
2.86

EPS Growth Sales Growth
13.96 vs. Previous Year

14.31 vs. Previous Quarter

3.81

15.24% vs. Previous Year

303.33% vs. Previous Quarter:
-26.20%
135.90%

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratlos

Price/Book

ROE ROA

13.40 12/31 /091.85 12/31/09 3.11

http://www.zacks.com/research/print.php?type=report&t=GAS
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5.80 09/30/09
0.73 06/30/09

2.88

2.59

PricefCash Flow

Price / Sales

Current Ratio

12/31 /09

09/30/09

06/30/09

Quick Ratio
0.86 12/31/09

0.81 09/30/09

0.76 06/30/09

12.88 09/30/09
11.78 06/30/09

Operating Margin
0.74 12/31/09
0.62 09/30/09

0.73 OS/30/09

5.11
4.38

3.81

Net Margin Pre-Tax Margin Book Value
12/31/09

09/30/09

06/'30/09

7.56 t2/31/09

5.32 09/30/09
5.46 06/30/09

7.56 12/31/09

6.32 99,~'3()/09

5.46 ()6/30/09

22.94
22.13

22.25

Inventory Turnover Debt-to-Equity Debt to Capital
12/31 /09

09/30/09

06/30!09

17.32 12/31/09
15.60 09/30/09

14.05 06/30/09

0.48 12/31/09
0.50 09/30/09
0.50 08/30/09

32.44
33.24

33.12

http://www.zacks.com/research/print.php'?type=report&t=GAS 3/29/2010
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NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated lo NW Natural as its exclusive service area a major portion of westernOregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay.NWNatural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General Information
NORTHWEST NAT G
220 NW Second Avenue
Portland, OR 97209
Phone: 50a 226-4211
Fax: 50a 273-4824
Web: www.nwnaturaI.com
Email: Bob.Hess@nwnatural.oom

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
04/28/2010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

/84
46.42
47.84

39.58
0.25

98,283.05

49.5

5.52
3.06

3.06

-0.09

-1 .49

-1.49

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Markel Capitalization
(millions)

Short Ratio

Last Splil Dale

l41.s

1474

l4s.s

l4s.0

l4s.s

08-01-10 ¢5~26-10:

%Price Change Relative to sap sao

4 Week

12 Week

YTD

Dividend information

2653 Dividend Yield

Annual Dividend

1 ,231 .66 Payout Ratio

20,31 Change in Payout Ratio

09/09/19g6 Last Dividend Payout / Amount

3.58%
$1 .es

0.58
-0.01

01/27/2010 / $0.41

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .75

2.70

5.70

04/23/2010

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 DaysAgo

90 Days Ago

1.86

1.86

1.86
1.86

EPS Growth Sales Growth

17.19 vs. Previous Year

16.34 vs. Previous Quarter

3.03

-5.60% vs.Previous Year

572.00% vs. Previous Quarter:

-11 .39%
164.81 %

FundamentalRatios
PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=NWN 3/29/2010
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11.46 12/31/09

11 .87 09/30i09

11.51 06/30/09

3.25

3.33
3,26

Price/Book

Price/Cash Flow

Price / Sales

Current Hatio

12/81 /09

09/30/09

06/30/09

1 .85 12/31/09

8.92 09/30/09
1.22 08/30/09

Quick Ratio
0.84 12/31/09

1 .03 09/30/09

0.94 06/30/09

Operating Margin

0.63 12/31/09

0.69 09/'30/09

0.67 06/30/09

7.42

7.31
7.03

NetMargin Pre-Tax Margin Book Value

12/31/09

09/30/09

06/30/09

12.03 12131/09

11 .71 09/30/09

1 1 .19 06/30/09

12.03 12/31/09

11 .71 09/30/09

11 .19 06/30/09

24.89

24.17

24.80

Inventory Turnover Debt-to-Equity Debt to Capital

12/31 /09

09/30/09

06/30/09

8.47 12/31/09
9.12 09/30/09

8.96 06/30/09

0.91 12/31!09
0.99 09/30/09

0.89 08/30/09

47.69

49.85
47.18

http://www.zacks.com/research/print.php?type=report&t=NWN 3/29/2010
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Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

General information
PIEDMONT  NAT  GA
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 364-3120
Fax: 704-365-3849
Web: www.piedmontng.com
Email: investorrelations@piedmontng.com

industry
Sector;

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

October
Ot/31/10
06/04/2010

Price and Volume lnformaiion

27.13
28.04

21 .65

0.21

266,102.41
28.71

I"
s
3

I
. `3

[PAY] SCI-Dog Closing Pl-:i.c-as § 125.5

l 2 s . n

127.5

127.0

126.5

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

5.08
1.42

1.42

-0.56
-3.06
-3.06

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

. as-1:1-In as-za-16'

% Price Change Relative to S&P sao
4 Week

12 Week
YTD

Dividend lnfarmation
73.38 Dividend Yield

Annual Dividend

1,990.80 Payout Ratio

13.35 Change in Payout Ratio

11/01/2004 Last Dividend Payout / Amount

4.13%
$1 .12

0.63
-0.07

03/23/2010 / $0.28

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.72

1 .59

6.30

06/04/2010

Cc ns er l s us Recommendat ions

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

Q0 Days Ago

2.86

2,88
2.88

2.57

EPS Growth

Fundamental Ratios

P/E
Current FY Estimate;

Trailing 12 Months:

PEG atio

17.06 vs. Previous Year

15.86 vs. Previous Quarter

2.69

Sales Growth
3.64% vs. Previous Year

2,000.00% vs. Previous Quarter:

-13.58%
202 .34%

http://www.zacks.com/research/print.php'?type=report&t=PNY
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ROE ROA

2.01 01/31/10

8.81 10/31/09

1.30 07/31/09

13.10 01131/10

12.94 10/31/09

12.18 07/31,/0g

4.03

3.92

3.64

Quick Ratio Operating Margin
0.95 01/31/10

0.85 10/31/09
0.99 07/31/09

0.78 01/31/10
0.67 10/31/09
0.76 07/31/09

8.20
7.50

6.59

Pre-Tax Margin Book Value

16.91 01/31/10

12.50 10/31/09
12.89 07/31/09

16.91 01/31/10

12.50 10/31/09

12.89 07/31/09

13.53
12.69

12.99

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

01/31/10

10/31/09

07/31/09

Net Margin

01/31/10

10/31/09

07/31/09

Inventory Turnover

01/31/10

10/31/09

07/31/09

Debt»to-Equity Debt to Capital

10.95 01/31/10

10.02 10/31/09
10.20 07/31/09

0.74 01/31/10

0.79 10/31/09
0.84 07/31/09

42.46
44.12
45.54

http://www.zacks.com/research/pr*int.php?type=report&t=PNY 3/29/2010
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South Jersey Ends Inc. is engaged in the business of operating, through subsidiaries. various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase. transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

G enera l  i n fo rm at i on
SOUT H JERSEY IN
1 South Jersey Plaza
Folsom, NJ 080:a7
Phone: 609 561-9000
Fax: 609 561 -8225
Web: www.siindustries.oom
Email: investorrelalions@sjindustries.com

Industry
Sector:

UTIL-GAS DISTH
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
05/10/2010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

Ea
41 .29
42.35

33.04
0.21

91 ,396.00
47.86

% Prlce Change

4 Week

12 Week

YTD

3.56
8.15

8.15

-1 .95

3.37

3.37

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

.ass-at-\o as-as-to

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Divldend Information

29.81 Dividend Yield

Annual Dividend

1,230.98 Payout Ratio

g.5g Change in Payout Ratio

07/01/2005 Last Dividend Payout / Amount

3.20%
$1 .32

0.55
0.03

03/08/2010 / $0.33

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .45

2.62
11 .60

05/10/2010

Consensus Recommendations

Current (1=S!rong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .50

1.43
1.43

1.43

EPS Growth Sales Growth
15.77 vs. Previous Year
17.35 vs. Previous Quarter

1.36

23.88% vs. Previous Year

1,483.33% vs. Previous Quarter:

-17.18%
74.45%

FundamentalRatios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=SJI 3/29/2010
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2.26 12/31/09
11.11 09/30/09
1.46 06/30/09

Quick Ratio
0.77 12/31/09

0.88 09/30/09
0.92 06/30/09

4.14

3.86
4,06

8.42

7.47
7.13

Pre-Tax Margin
11.06 12/81/09

10.32 09/30/09

17.54 06/30/09

13.23 12/31/09
12.53 09/30/09

13.17 06/30/09

Operating Margin
0.55 12/31/09
0.54 09/30/09

0.64 05/30/09

Book Value
11.06 12/31/09

10.32 09/30/09

17.54 06/30/09

18.28
17.74
18.11

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

12/31 /09

09/30/09

06/30/09

Net Margin

12/31 /09

09/30/09

06/30/09

Inventory Turnover

12/31 /09

09/30/09

06/30/09

Debi-to-Equity Debt to Capital
6.63 12/31/09
6.37 09/30/09

5.74 06/30/09

0.57 12/31/09

0.63 09/30/09
0.62 06/30/09

36.48

38.63
38.14

http://www.zacks.com/research/print.php?type=report&t=SJI 3/29/2010
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SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporling, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary.

General information
SOUTHWEST GAS
5241 SpringMountainRoad
P.O. Box 98510
Las Vegas, NV89193-8510
Phone:702 876-7237
Fax:702-876-7037
Web:www.swgas.com
Email: None

Industry
Sector:

UTIL-GAS DlSTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/81 /09
04/23/2010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Bela

20 Day Moving Average

Target Price Consensus

/84
29.97
30.70

18.96
0.73

178,980.75
31.2

-sx.o
I:ln.o
Isn.s
Iso.4
Ian.:
lso.o
l29.s
129.6
1294
Ian . :

05-11-10

°/. Prlce Change Relative to S&P sao

4 Week

12Week

YTD

as-as-xo'

4.86

5.05

5.05

-0.72
0.41

0.41

Dlvldend Information

% Prlce Change

4 Week

12 Week

YTD

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

ShortRatio

LastSplitDate

45.29 Dividend Yield

Annual Dividend

1,357.43 Payout Ratio

8.02 Change in Payout Ratio

N/A Last Dividend Payout / Amount

3.17%
$0.95
0.41
-0.11

02/11/2010 / $0.24

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .38

2.12

7.00

04/23/2010

ConsensusRecommendations
Current (1 =S1rong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days A o

2.43
2.43

2.43
2.43

Fundamental Ratios

EPS Growth Sales GrowthP/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

14.14 vs. Previous Year
12.86 vs. Previous Quarter

2.02

43.66% vs.Previous Year

466.67% vs. Previous Quarter:

-2.08%
57.10%

Price Ratios ROE ROA

Price/Book 1.22 12/31/09 9.25 12/31i09 2.68

http://www.zacks.com/research/print.php?type=report&t=SWX
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4.95 G9/30/09

0.72 OB/30/09

7.97 09/30/09
5.70 06/30/09

2.28

1 .63

Quick Ratio Operating Margin
0.88 12/31/09

0.72 09/30/09

0.69 06/30/09

0.88 12/31/09
0.72 09/30/09

0.69 06/30/09

5,29
4.47

3.07

Price/Cash Flow

Price / Safes

Current Ratio

12/31 /09

09/30/09

06/30/09

Net Margin

12/31 /09

09/30/09

06/30/09

Pre-Tax Margin Book Value
6.97 12/31/09

5.93 09/30/09
5.35 06/30/09

6.97 12/31/09

5.93 09/30/09
5.35 06/30/09

24.51

23.76
24.16

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/09

06/30/D9

12/31 /09

09/30/09

06/30/09

1.06 12/31/09

1.06 09/30/09

1.04 06/30/09

49.31
49.16

50.97

http://www.zacks.com/research/print.php'?type=report&t=SWX 3/29/2010
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WGL HLDGS INC (ness)
WGL 34.76 * 0.26 (0.75%) Vol. 110,436

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephens City and New Market. Virginia, and Martinsburg, West Virginia.

15:08 ET

E
\
I
i
:
c
E
I

General Information
WGL HLDGS INC
101 Constitution Avenue NW
Washington, DC 20080
Phone:703 750-2000
Fax: 703 750-4828
Web: www.wglholdings.com
Email: madams@washgas.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31 /09
04/28/2010

Price and Volume Information

/:4 124.8
l a . ;
l:x4.4
l:s4.2
l:l4.a
Iao.o
Isa.;
lss.4
Isa.:

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

34.50
34.98
28.59

0.18

214,144.91

36.25

5.02
2.86

2.86

-0.57
-1.68
-1.68

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

'n-ox-an as-2s-xo'

% Price Change Relative to ss.p 500

4 Week

12 Week

YTD

Dividend Information

50.30 Dividend Yield

Annual Dividend
1,735.45 Payout Ratio

13.35 Change in Payout Ratio

05/02/1995 Last Dividend Payout / Amount

4.26%
$1.47

0.58

-0.06

01/06/2010 / $0.37

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Lol1g-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations
1.56 Current (1=Strong Buy, 5=Slrong Sell)
2.31 30 Days Ago

- 60 Days Ago
04/28/2010 90 Days Ago

2.67

2.60
2,67
2.67

EPS Growth Sales Growth

14.94  vs . Previous Year

13.69 vs. Previous Quarter

-1.94% vs. Previous Year

504.00% vs. Previous Quarter:

-11 .45°/o

76.20%

FundamentalRatios
PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WGL
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Price/'Cash Flow

Price / Sales

3.76

3.78
8,84

Current Ratio

12/31/09

09/30/09

06/30/09

1 .54 12/31/09

7.62 09/30/09
0.67 06/30/09

Quick Ratio

1.12 12/31/09

1 .08 09/30/09

t .17 06/30/09

11.26 12/31/09

11.44 09/30/09

11.67 06/30/09

Operating Margin
0.83 12/31/G9

0.67 09/30/09

0.82 06/30/09

4,86

4.72

5.26

Net Margin Pre-Tax Margin Book Value
12/31 /09

G9/30/09

06/30/09

7.15 12/31/09
7.30 09/30/09

7.81 06/30/09

7.15 12/31/09
7.30 09/30/09

7.81 06/30/09

22.42

21.89
22.56

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30!G9

06/30!G9

11.28 12/31/09

9.89 09/30/09

9.10 06/30/09

0.54 12/31/09
0.51 09/30/09

0.55 06/30/09

34.66

33.29
34.99

http://www.zacks.com/research/prtint.php?type=report&t=WGL 3/29/2010
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Selected Yields

Recent
(3/17/10)

3 Months
Ago

(12/16/09)

Year
Ago

(3/18/09)
Recent

(3 /17/10)

3 Months
Ago

(12/16/09)

Year
Ago

(3 /18/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.75
0.00-0.25

3.25
0.16
0.27

0.50
0.00-0.25

3.25
0.12
0.25

0.50
0.00-0.25

3.25
0.49
1 .29

2.00
1 .51
2.29
2.93

3.33
1.85
1.81
2.41

3.59
3.15
3.28
3.60

0.25
0.44
1 .99

0.31
0.54
1 .95

0.84
1 .05
2.07

5.08
5.65
5.75
6.24

5.32
5.73
5.74
6.45

7.52
6.07
5.90
7.51

0.1 5
0.23
0.37
2.36
3.64
1 .38
4.57
4.84

0.03
0.16
0.37
2.33
3.60
1 .26
4.52
4.74

0.20
0.38
0.56
1.57
2.53
1 .31
3.53
3.54

3.47
3.11
1.36
4.01

3.41
3.20
1 .27
3.89

2.70
3.22
1.31
3.11

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.52
6.53
5.47

5.71
6.67
5.47

6.25
9.76
5.47

TAX-EXEMPT

4.33
4.92

4.19
4.93

5.03
5.83

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1 -year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.27
1 .10
1 .44
2.44
2.99
4.04
4.44
5.48

0.29
1.24
1.56
2.73
3.12
4.14
4.47
5.41

0.57
0.67
2.39
2.99
3.45
3.95
4.98
5.98

4.76
4.74
5.57
5.06
4.81

4.74
4.72
5.58
5.13
4.77

6.00
6.10
6.35
6.30
6.15

Federal Reserve Data

Levels Over

26 Wks.
Excess Reserves
Bor rowed Reserves
Net  F ree/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

2/24/10
1192272
102895

1089377

3/10/10
1163123
101275

1061848

Change
-29149
-1620

-27529

Average

12 Wks.
1098926
136615
962311

1035752
200733
835019

the Last...
52 Wks.
907736
334538
573199

M I  ( C u r r e n c y + d e m a n d  d e p o s i t s )
M 2 (M ++s av ings +s m al l  t im e depos i t s )

M O N E Y  S U P P L Y
(One-W eek  Per iod ;  i n  B i l l i ons , 5ea5ona l l y Ad jus t ed )

Recent Levels

3/1/10 2/22/10
1712.9 1718_4
8526.6 8537.8

Change
-5.5

_11.2

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
6.3% 9.3% 9.9%
0.8% 2.5% 1.9%
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Selected Yields

Recent
(3/10/10)

3 Months
Ago

(12/09/09)

Year
Ago

(3/11/09)
Recent

(3/10/10)

3 Months
Ago

(12/09/09)

Year
Ago

(3/11/09)

0.75
0.00-0.25

3.25
0.14
0.26

0.50
0.00-0.25

3.25
0.12
0,26

0.50
0.00-0.25

3.25
0,75
1 .33

2.09
1 .67
2.43
2.93

3.22
1 .94
1 .95
2.41

4.21
3.58
3.73
3.60

0.25
0.44
1 .99

0.31
0.54
1 .95

0.84
1 .05
2.07

5.22
5.81
5.86
6.35

5.34
5.68
5.71
6.32

7.38
6.18
6.05
7.50

0.02
0.14
0.27
2.15
3.43
1 .27
4.42
4.63

0.22
0.45
0.70
1 .94
2.91
2.01
3.66
3.56

3.54
3.15
1.31
4.08

3.31
3.14
1.25
3.67

2.92
3.07
1 .32
3.09

TAXAELE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month 0.1 5
6-month 0.20
1-year 0.37
5-year 2.38
10-year 3.72
10-year (inflation-protected) 1.47
30-year 4.69
30-year Zero 4.97

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30~year) A
Utility (25/30_year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.54
6.28
5.46

6.08
7.17
5.54

6.96
11 .44
5.46

TAX-EXEMPT

4.34
4.93

4.24
4.98

4.96
5.80

Bond Buyer Indexes
20-Bond Index (Gos)
25-Bond Index (Revs)
General Obligation Bonds (Gos)
1-year Ala
1»year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.28
1 .03
1 .45
2.45
3.01
4.02
4.44
5.48

0.33
1 ,25
1 .47
2.67
3.07
4.04
4.47
5.41

0.57
0.67
2.30
2.55
3.30
3.83
4.87
5.91

4.76
4.75
5.54
5.06
4.81

4.74
4.61
5.65
5.17
4.77

5.90
5.95
6.25
6.30
6.00

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

2/10/10
1119426
126874
992552

2/24/10
1192276
102895

1089381

Change
72850

-23979
96829

Average Levels Over

12 Wks. 26 Wks.
1 092703 1009425
151648 216902
941055 792523

the Last...
52 Wks.
889600
352598
537002

Growth Rates Over the Last...

12 Mos.
MI (Currency+demand deposits)
MY (M1+savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

2/15/10
1 715.6
8527.3

2/22/10
1718.5
8537.6

Change
2.9

10.3

3 Mos.
8.6%
1.2%

6 Mos.
10.1%
3.3%

10.4%
2.3%
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Selected Yields

Recent
(3/03/10)

3 Months
Ago

(12/02/09)

Year
Ago

(3/04/09)
Recent

(3/03/10)

3 Months
Ago

(12/02/09)

Year
Ago

(3/04/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.75
0.00-0.25

3.25
0.16
0.25

0.50
0.00-0.25

3.25
0.1 3
0.26

0.50
0.00~0.25

3.25
0.79
1.28

2.17
1 .84
2.26
2.93

3.02
2.06
1 .93
2.41

4.19
4.13
4.15
3.60

0.25
0.44
1 .99

0.31
0.54
2.21

0.84
1 .04
2.07

5.16
5,70
5.79
6.28

5.26
5.58
5.58
6.25

8.50
6.23
5.93
7.16

0.14
0.18
0.30
2.27
3.62
1 .44
4.59
4.86

0.04
0.14
0.26
2.09
3.31
1 .10
4.25
4.46

0.25
0.43
0.66
1.94
2.97
2.03
3.67
3.55

3.42
3.14
1 .34
4.03

3.26
3.16
1.26
3.59

3.02
3.14
1 .31
3.64

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-yearl Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

5.94
6.73
5.53

5.68
7.16
5.53

7.62
12.59
5.53

TAX-EXEMPT

4.36
4.94

4.33
5.03

4.87
5.76

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Ala
5~year A
10-year Aaa
10-year A
25/30-year Aaa
25/30~year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.27
1 .04
1 .49
2.49
3.02
4.07
4.44
5.48

0.34
1 _31
1 .56
2.77
3.11
4,08
4.47
5.46

0.57
0.67
2.30
2.90
3.29
3.79
4.86
5.86

4.76
4.75
5.62
5.06
4.81

4.76
4.64
5.70
5.20
4.79

5.90
6.00
6.25
6.20
6.05

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

2/10/10
1119424
126874
992550

2/24/10
1192276
102895

1089381

Change
72852

-23979
96831

Average Levels Over

12 W ks. 26 Wks.
1092703 1009425

151640 216902
941054 792523

the Last...

52 W ks.
889600
352598
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MI (Currency+demand deposits)
MY (Mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period in Biflions, seasonally Adjusted)

Recent Levels

2/8/10
1697.8
8486.2

2/15/10
1715.6
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Change
17.8
40.7

Growth Rates Over the Last...
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Selected Yields
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(2/24/10)
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(11/24/09)

Year
Ago

(2/25/09)
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(2/24/10)

3 Months
Ago

(11/24/09)

Year
Ago

(2/25/09)

TAXABLE
Market Rates
Discount Rale
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.75
0.00-0.25

3.25
0.15
0.25

0.50
0.00-0.25

3.25
0.11
0.26

0.50
0.00-0.25

3.25
0.43
1.26

2.39
2.03
2.81
2.98

2.97
1 .82
1 .80
2.42

3.79
3.74
3.65
3.90

0.25
0.45
1 .99

0.34
0.57
2.21

0.85
1 .05
2.07

5.33
5.74
5.85
6.34

5.19
5.52
5.52
6.22

8.78
6.16
5.95
7.12

0.11
0.18
0.31
2.35
3.69
1 .50
4.64
4.90

0.03
0.13
0.26
2.09
3.30
t .14
4.25
4.43

0,30
0.49
0.72
1 .99
2.93
1 .92
3.59
3.46

3.45
3.14
1 .33
4.08

3.29
3.25
1 .30
3.66

2.95
2.99
1 .31
3.46

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.94
6.73
5.52

6.02
6.90
5.52

6.08
12.58
5.52

TAX~EXEMPT

4.38
4.97

4.35
5.04

4.89
5.70

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
I-year A
5-year Aaa
5-year A
10-year Aaa
I0~year A
25/30-year Aaa
25/30-year A
RevenueBonds(Revs) (25/30-Year)
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Electric AA
Housing AA
Hospital AA
Toll Road Ala
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1.08
1.55
2.58
3.11
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4.46
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0,35
1.32
1.65
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3.18
4.10
4.49
5.48

0.57
0.67
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2.24
3.03
3.53
4.81
5.85

4.79
4.78
5.65
5.07
4.84

4.79
4.77
5.72
5.19
4.84

5.85
5.90
6.20
6.25
5.95

Federal Reserve Data

levels Over

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

1/27/10
1063402
125300
938102

2/10/10
1119425
126874
992551

Change
56023
1574
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Average

12 Wks.
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26 Wks.
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the Last...
52 Wks.
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Growth Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (MI +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in 8illion5, Seasonally Adjusted)

Recent Levels

2/1/10
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Change
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0.25
0.45
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Mortgage-Backed Securities
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5.93
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4.47
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U.S. Treasury Securities
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30-year Zero
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Utility A
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Financial Adjustable A
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4.40
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Bond Buyer Indexes
20-Bond Index (GOs)
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General Obligation Bonds (GOs)
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1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
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Toll Road Aaa
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6.15
640
5.95

Federal Reserve Data

levels Over

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Seasonally Adjusted)

Recent Levels

1/27/10
1063401
125300
938101

2/10/10
1119423
126874
992549

Change
56022
1574

54448

Average

12 Wks.
1071836
168048
903789

26 Wks.
974870
233876
740994

the Last...
52 Wks.
868086
369577
498509

Growth Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

1/25/10
1677.0
8464.4

2/1/10
1692.0
8471 .4

Change

1r .0

7.0

3 Mos.
3.8%
-1 .3%

3.3%
1.1%

8.4%
1.8%
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Selected Yields

Recent
(2/10/10)

3 Months
Ago

(11/10/09)

Year
Ago

(2/11/09)
Recent

(2/10/10)

3 Months
Ago

(11/10/09)

Year
Ago

(2/11/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR

0.50
0.00-0.25

3.25
0.16
0.25

0.50
0.004125

3.25
0.13
0.28

0.50
0.00-0.25

3.25
0.48
1 .23

3.10
2.05
2.03
2,98

3.43
2.28
2.43
2.42

4.02
3.62
3.63
3.89

Bank CDs
0.25
0.45
1 .97

0.38
0.62
2.22

0.89
1 .08
2.37

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
utility (25/30-year) BaalBBB
Foreign Bonds (10-Year)
Canada

5.40
5.75
5.80
6.34

5.26
5.58
5.64
6.32

8.09
5.94
5.60
7.00

A

0.10
0.17
0.36
2.36
3.69
1 .31
4.63
4.88

0.06
0.16
0.30
2.29
3.47
1.25
4.41
4.58

0.30
0.45
0.60
1 .75
2.75
1 .60
3,44
3.31

3.44
3.20
1 .34
3.93

3.50
3.34
1 .44
3.76

2.94
3.19
1.31
3.61

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

5.98
6.87
5.51

3.74
6.86
5.51

6.01
11.01
5.51

TAX-EXEMPT

4.36
4.96

4.41
5.01

4.96
5.74

Bond Buyer Indexes
20-Bond Index (GOs)
25~Bond Index (Revs)
General Obligation Bonds (GOs)
I-year Aaa
1 -year A
5-year Aaa
5~year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.31
1 .17
1 .58
2.63
3.12
4.10
4.43
5.48

0.42
1.37
1.93
3.1 0
3.35
4.24
4.49
5.53

0.55
0.65
1 .76
2.02
2.84
3.34
4.71
5.75

4.80
4.74
5.63
5.03
4.81

4.80
4.78
5.78
5.19
4.80

5.75
5.80
6.10
6.15
5.85

Federal Reserve Data

Levels Over

26 Wks.

the Last...

52 Wks.
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

1/13/10
1004703

164979
839724

1/27/10
1063393

125300
938093

Change
58690
_39679
98369

Average

12 Wks.
1063241

185403
877837

946974
249615
697359

855998
385808
470190

MI (Currency+demand deposits)
M2 (M1 +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Afuusted)

Recent Levels

1/18/10
1664.9
8458.3

1/25/10
1677.1
8464.3

Change
12.2
6.0

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
-0.0% 3.8% 8.0%
-1 .6% 0.2% 1.7%
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Selected Yields

Reconf
(2/03/10)

3 Months
Ago

(11/04/09)

Year
Ago

(2/04/09)
Recon I

22/03/10)

3 Months
Ago

(11/04/09)

Year
Ago

(2/04/09)

TAXABLE
Market Rates
Discount Rale
Federal Funds
Prime Rate
30-day CP (A1/P1)
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.17
0.25

0.50
0.00-0.25

3.25
0.16
0,28

0.50
0.00-0.25

3.25
0.55
I .24

3.10
2.29
2.25
2.98

3.52
2.31
2.43
2.42

4.28
4.17
4.14
3.89

0.25
0.45
1 .97

0.38
0.62
2.22

0.87
1 .29
2.41

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.46
5.76
5.80
6.41

5.35
5.59
5.71
6.39

8.03
6.15
6.00
7.27

0.09
0.16
0.31
2.40
3.71
1 .22
4.64
4.87

0.04
0.15
0.33
2.38
3.52
1.39
4.40
4.55

0.29
0.40
0.49
1 .94
2.94
1.78
3.68
3.55

3.43
3.22
1 .36
3.92

3.48
3.32
1 .41
3.79

3.12
3.36
1 .36
3.77

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Uillity A
Financial A
Financial Adjustable A

5.59
6.69
5.50

5.59
7.12
5.51

6.02
10.79
5.51

TAX-EXEMPT

4.39
4.99

4.39
4.95

5.16
5.89

Bond Buyer Indexes
20-Bond Index (GCS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.30
1 .24
1 .62
2.73
3.21
4.16
4.46
5.48

0.43
t.45
1.98
3.1 3
3.36
4.30
4.51
5.56

0.55
0.65
1 .79
2.09
2.90
3.40
4.82
5.82

4.80
4.76
5.65
5.03
4.79

4.71
4.76
5.83
5.17
4.80

5.90
6.00
6.25
6.20
6.05

Federal Reserve Data

1/27/10
Levels Over

26 Wks.

the Last...

52 Wks.
856001
385808
470193

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two~Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

1/13/10
1004700
164979
839721

1063393
125300
938093

Change
58693
-39679
98372

Average

12 Wks.
1063252
185403
877848

946979
249615
697364

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

1/11/10
1653.7
8451 .5

1/18/10 Change

11 .3

7.1

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
-2.7% 2.2% 7.2%
_1 .2% 0.4% 2.0%

MI (Currency+demand deposits)
M2 (Mi +savings+small time deposits)

1665.0
8458.6
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Selected Yields

Recent
(1/27/10)

3 Months
Ago

(10/28/09)

Year
Ago

(1/28/09)
Recent

(1/27/10)

3 Months
Ago

(10/28/09)

Year
Ago

(1/28/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.16
0.25

0.50
0.00-0.25

3.25
0.17
0.28

0.50
0.00-0.25

3.25
0.45
1 .17

3.05
2.24
2.14
3.24

3.69
2.26
2.44
2.56

3.90
3.50
3.50
4.27

0.25
0.46
2.00

0.38
0.62
2.22

0.88
1 .25
2.39

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.49
5.69
5.72
6.32

5.45
5.44
5.53
6.20

7.96
6.18
6.10
7.04

0.07
0.15
0.31
2.39
3.65
1 .24
4.56
4.80

0.06
0.15
0.36
2.33
3.42
1 .44
4.26
4.39

0.18
0.33
0.47
1 .69
2.67
1 _78
3.42
3.29

3.35
3.20
1.32
3.88

3.46
3.26
1 .43
3.61

2.96
3.23
1 .27
3.64

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.58
6.68
5.50

5.58
7.12
5.50

5.98
8.89
5.50

TAX-EXEMPT

4.30
4.91

4.31
4.87

5.13
5.82

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Ala
25/30-year A
RevenueBonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.30
1 .23
1 .64
2,73
3.25
4.18
4.43
5.43

0.45
1.45
2.07
3.18
3.35
4.33
4.50
5.55

0.55
0.65
1 .84
2.14
3.00
3.50
5.05
6.05

4.81
4,74
5.65
5.01
4.86

4.69
4.77
5.85
5.15
4.80

6.05
6.10
6.40
6.45
6.1 5

Federal Reserve Data

Change
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

12/30/09
1059954
163525
896429

1 I13/10
1004700
164979
839721

-55254
1454

-56708

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
1052310 924156 847856
205393 268367 401995
846916 655789 445861

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

RecentLevels

1/4/10
1704.6
8461 .7

1/11/10 Change
-49.3
-9.4

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
,4.0% 0.3% 3.8%
-0.8% 0.5% 2.0%

MI (Currency+demand deposits)
MY (M1+savings+small time deposits)

1655.3
8452.3
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